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THE wmm OF sTmubraia EmimUmT Am 

mASmii} PBOGRAiB «r MPLATias AND UNlBM- 
PtOYMENT 



raxDAY. n (imiiY e, lere 



CoNCTMS (■• THB. UbHTED &PATES, ' 
• ' 'JoHrr EfcONOMIC GoMMITTElf,- ... . ' 

; . Wttskingtpn, D,C. 

Taie_cmmmttM^etypure«t_taEnotice, at 10:05 a.m., mroom.318, 
Ruase liaan tte Office -HuUdiiig, Hoa. Parren J. Mitchefl (member of 
ta»«oiaaaEteae) presiding. 
_ Breftti^^-R e^^^tetaY es IfitchcH a nd^rown, aori^ Senator Ja-vits. 
Also'prewnt : John M. Albertme, Dayid W. Allen, and M. Catherine 
Miller, pnfosnmal M mmnbOTs; Robert Ash Wallace, research 
director, ^aeciai StTi*r on Economic Change; Katie MacArthur 
■ Pi^assistMt^MiSkBorchelt, administrative assistant; and Stephwi ' 
staff mimhwB "^^^^ Turza, minority profe^ional 

Ol^BBK StATBMKWT OF BEFREaENTAnVX M TT <iHie t ;T, ' 

Rdprese^awtMiTOHELL. The hearing will come to-order. ■ 

We are rn^ in operate tmi^r extreme difficulties because we don't 
bave soun d Wiiiiiii iiient up hem but it is on the way. 

I woiJd s^^Bt for those persons in the audience who might have 
some difficia r m h earing, thst you movQ up either to one of the side 
taoJes or puJ y^msr chairs up ao you can hear. 

CfiCtL I be immi in the back? Barely? ^ 

This is goinipifco pose some problems for i)ur witness^. This memis 
that you wiU kve to project pretty loudly f6r a whil^until the'eouip- ' 
ment gets hem. ' X - ^ ^ 

Congress is ^mmd withiwo undeniable f acts^=--ft4iigh\at6 of inflation 
and a high ram^ unemplc^Tnent. - . > 

There is evenrmdication that these t\^o facts will continue to affect 
us for some trMr. « 



Whatever poiwy tools we cihodse toWtigate the effects of inflation 
cannot be allowwl to significantly ipxatef bate the miem>loyment rate; 
and vice versa, our poUfiies to /lower the un^i^oymetft rate must 
result m the Ifiwestiimationary cost. 

Our task here today is to attempt a determination of the best 
apOToach or mx of approaches to combat structtq-al unemployment. 
■ We have ail fciads. When I first came to the Congressf there was 
talk of the nam technologies and the f aotgithat had caused structural 
unemplo3rmentc. ^ 

Subsequentilir, we have heaird an explanation based on geographic 
reasons and, ai course, the matter of racial discilftiination. 

' (1) 



Although the old adage runs that if you kid all the economists in ' 
the world ei^d to end you would never reach \^Gonc}u8lpA, we seem to 
haVe somS ^eetnent among economists that the conventional fiscal 
and monetary measures cannot be expected ^to reduce the unemploy- 
<ment rate so a^ to reach full employment withoiil serious price 
pressures. * ■■' ' -^^ ■ 

Unfortunately, the emplojrment and training pro-ams so far fiave 
been expected to fulfill a nodgepodge of different vobjectives. 

Because no one^rogram can be iffll things to all people, Congress 
has become aware of tne dissatisfabtibn with the effectivene^ of the 
current employment and training programs. ^ 

I might maicate . here also that I am appalled in the decades of 
cyclical variations of boom and almost bu^ that blaok workers have 
never reduced their unemployment rate belowslO.8 percent, teenagers 
below 15.8 percent, and ulack teenagere below 32.5 percent during 
the last 10 years. ^ 

If you 'add to this the underestimation frwn those unaccoimted-for 
discouraged workers, I think we l^ve a very Sfttfl flaw in the i\jnerican 
economy. . . . ...... r ... 

What I believe we need to do is. to ask soame basic questidhs about 
where we are going and how much we intend to accoxnplish for those 
structurally unemployed wbrkeis. 

I am hoping that the witnesses beioi^evus can direct our attention 
to the relevant issues. We ^ve asked all of them these two^estions: 
- Question No. 1 :*Can targ|©t«d structural emplojno^ent and Iraining 
programs achieve and ^stain a decrge^ in the unemployment rates \ 
among those segments of the labor forcd haying special difficulties 
in QbtainiJlgemplo3nnerlt? • 

Question No. 2: Can targeted structural emplojrment and training 
procrrams a^eVe and sustain a decrease in the national unemploy- 
ment rate without exacerbating inflation? . " x 

The admisustration has characterized the efforts to reduce structural 
unemplo3maent as one of the important priorities in our economy* 

However, their two proposals for the expanded employment tax 
credit and the incentive tp private employers for, additional employ- 
ment of structurally imipeded workers admittedly fire uncertain to 
their efficacv. 

UUiraatefy, Congress has been left with the bulk of decisionmaking 
as to what are the most useful methods. * 

So, today we are going to e:\'plore a few of those metjiods and at 
least find out whether we are in the rip:ht ball park. 

We are fortunate in hearing from such a distinguished panel with a 
backi^round of , practical policy experience and very fine academic 
distinction. ^ • ' ^ 

Our leadoff witness will be the Honorable, Donald A. Nichols, 
Deputy Assistant Secretary fnr- Economic Policy and Research, . 
Department of Labor. I will introduce the others later. 

Congressman Brown has a statement he wants to make at this time. 

. Ofe^xq Statemext of Representative Browk 

Rpprpsentative Brown. Today's hearing before the Joint Economic 
Coqiin^ttee addresses what is certainly tihe most severe economic and 
soQj^hcrises facing the country today. / - - 




iojxj^tiP Hoit just an econtkf^ 
idB tl«« %tt«ation and ^^tioo of allrtrqly » , — 
ji^^VSi^ffects o9 the humfln 8piBi^£thQiii^ 

i^jT^mb Vjiiiitjug for Some ,spaa:k to s»Mp^off. \ 
-H^^ Atide&Uiig with ecoxio0^c prob]ei;0»'^iMXOt3!!i 
lot tlw fitincturally tineCttployed, 

, l>olici«^^Mch place * preiwum pxx slsS^jfpmi- 

H^ce ^•obilflty, «iB ta^aiitfUg only gerve to alienate the sti«rflbn||^ 
qneB^|||Byed ev«ii"flft^ tbey do not flfpply to them. 

IvtHoyaflBMK n^^i^s ^hicb nave been as cbaineealik ms Ae 
politic S^d ^awwtfe 4P«)Btrtictur^y unemifloy^d ii«i9i mMB^ng 
c^nuiUtviWit ^aairoig ib^r^tfl permanent probleins. 



N sfoak mT Ami 





Mid l«h« gfouj^ t^rhjQjj have meritorious at- 
pi p i i a-m ^ovtiat their efforts have b*dly 



to 
led 



sti^ctTii^JIy Unemployed renaam; despa«iii* and 

'^-te^^ t^allousetj-fl^titude 0^6^^-crviu iffriril i 




^.^^ amctiu-^ Uneiniiloyment will pass away aS'4a0Eiaby 
— f f WMcr ftg es th^t Tump moves out of the system. 

Jwftr liftvej»**jptic^ so Uaisused in my ot)inion, , 
I>flUQmaphic cfcing^ aot provide the traiixing needed rtr» •the 
smicSrntaiTj^Dg^ tojefee their plight. 

I>it|U|raP^<^ c™ngQ^ ^ 0ot provide the' support servic^iMiMlud 
.^^mT^uirtara^ lu^e^tOWied to becojne competent in th^r job 
sBavdb ^ I^fl«itix)p ^ta theij- 0*%ildOftnQnt. 

QlneerifphK (saaDj^o^ ^ot p^^ovide the redl jobs nepesa^ to 
empwjr.Wie HfttiMMuaUy uWtnplpyed regardless ol their age. 
Alui^jjlDal «MDQitn^0^t xs necessary to aid the hard'-to-oiflpio^. 
" \iBIP^^ musbjjc^t be lUiiited to jnst Govferoment anLmisi- 
ifM^ must jjiclud^ .l>usipess, Government, labor, utftrta- 
' ^tioDft, churcbe^^ civio ijr^anizations and many the 
loctfd spe(5t;xtfin of Out society* * _ 

tsype ojt xii*%ivc comJnitment can we truly a«lv»=^this 
J ';«mfort\xP*<elv' gtowing f)robleni. 
' felest reg^cMi fax our comitiitnient to fight struciOTal 
I m that tjie proWeiti ^jaost seriously affects ti^ ^ 
_ ^wo groups xvh^i by and large, have not pfflr 
I iffeaBitiistQfic^. 

^ btacks ai^^ O^e^agers we have a, problem^ 
>yamt wi^jj^n^eix, ^\xo after a long absenr'*^ 
p,w Q«d it veiy ii^cult to get jobs, 
our efforts X0 this problem inay detei 
people know^ tA&thef the American dream is 
' can in effeiit tfa>el^>P the kind of sc^ciety that ^ 
fWfehvain bet^^os^ vsre^ part of the wxvk force. 
^\ihe witne%5^ her0 today in helping this cominB»r^"tod 
determine \^ci^ to bes^ xnobili^e our efforts u> sme^0^^ 




dd legistati^j^ th^t takes the private sector 
waidy appro^j) cut I aoi^ f uHy a^are of specific advuxu^^^ 
iniklic. sector -jirogTamS ix^ dealing Mtb tfis probtem an^I 
"^forward to Ji^a^^ing any other ideafl that our pnel — 
havo.^ 
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Twdcome your vipws on how our c«Ktment should be sKaped. 
Thank youJBoi&re§8nian MiteheU^ ' 
^ Repr^t^Hre Mitchell. Wx^t 1 wmdd like to propose is that 
we tmr from oar first two witnasses, than aorinto' questions, and then 
ttiT witnesses,- unipsB tl|||^ is some objectien from 

If^iioCfine. ^ ^ 

Mr. Nichob, we ^delighted that Toa could be here with us. 
We have a copy pf ^out^pared .statei^ before us and we have 



.baa an opportimity to review it. * 
^ Yo^u fiave> the optiorf of prefeeritog yoBS^repared statement in 
mturety or abstracting therefrom, it is eHtteiy up- to you. 

lEATiaaaiT 'OP HON. DONALD A. NKaHCS, DEPUTY ASSBTAlT 
SECBETAiY, ECONOMIC POLICY ANDiKSEAECH, DEPARTMMC 
OP LABOR ^ 



Mr. IfiCHOLs.^hank vou CpngT^ssmanaiitchell. 

_ Jyst give younhe generaTpictuE^iiiat is in that t^^tj 

and submit the prepared statement for tharecord. 

BepreSBatative Mi^TGHELL. That will bmae. ^ 
' \f^^\T to have to project your vBice quite a bit. • 

Mj'.^^Nichols. I do hq^ve an appendLx that was not attachetsn» 
what 1 submitted yesterday and I would like that to be place. =q 
ihe record 'as well. However, some numbars are missing from tl^e 
oomesmnd I will submit them^ later, if thaJbis all right. 

Repi'esentative'MiTCHELL. Fine, 
'^it will be {)laced^ the hearing record. 

Mf: NiCHi5Ls. I Aprireciate the opportunity to appear before -^^ui 
and discuss the rofe^ that structural empl<^v-nient programs can ^ 'w 
m reducing the overall unemployment rat^ 

Let me say at the outset that I do thuak there is a major rola //vr 
these progranis to play. optimistic about this On several cows. 

I am optimistic tfeat we 'are putting toother an intellectual fms- 
^ work that will penni| us to analyze this proiatem in a quantitative mms--. 
To date, we have not been' able to determine in an overall wa^ ri g? 
appropnate role for our structural programs: to play, but I think iwor 
progress has been made t^ year. 

Second, I am an optiniisl as to what the«arly numbers reveal mm 
usm^ this framework in a. very preliminarr way. The numbers I will 
^^T^k^*'° ^® certainly preliminary, certainly tentative. 

I hfve resisted tWteinptation to give yea aggregate statistics as to 
what I think couldT>e done to the uneiiipl»yment rate through struc- 
turaJ means because these numbers are so preliminary, but I do think 
t-h^support an optimistic View of what can be done in the future. 

The 4)roblem is indeed complicated, as- Congressman Brown said, 
and so complicated that I think it is fair to say analyses to date have 
not served us well in terms of giving us a fair description of the role of 
overall structural programs: 

The major new direction taken this year was due to two Yale ' 
professors Martm Baily and James Tobin, who presented a paper 
which Imked overall unemployment rates of several different fands 
to the inflation rate. Now the basic idea behind their framework is 
thfttit IS appropriate for policymakers to do what we can do in reducing 

8 
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^^Mmploymtet«)ug^ aggr^te means— tBrough monetary and fis-"^ 
cat -pohciear- ^bipv t hat an mfltetion barrier is evehtuaUy encountered 
and- that pl«T«M» tmemployment from being reduced, as you said in 
yotir:openin^.rwBiks. .% ^ 

Baijr and I^fe" break the labor force up into several groups* 
accoafding ta inctaetry and link these unemployment rates to inflation 
historical liite. ^ 

iSey find a ^j^gii^ link between the unemployment rates for 
eer|l»a mdi^rw which have highly skilled workers than for others 
andiius mdicaiWfc tshat it shoidd oe possible to reduce unemployment 
rateft for the ^ij^skilled industries without making the inflation 
-problem any 

labor fofflP»_can be broken up in several way^: By industry — 
and my coUeii^iim here today haye dealt with demographic break- 
downs — by age. we, and sex, 

Wiiat I will ifiwrt on is a breakdown bv occupation that I have 
done. R^rardlfiffirr^f which of these breakcfowns is used the general 
^ approach is to «Bmpt to get at a breakdown that separates the 
^ gmuBS. i n the p^^ d a tion. which have structural problems from the 
otheis. . - 

Now, the data are such that we cannot find a perfect breakdown 
between ^«rho hawe- structural problems and those who do not. We can 
oniv appiromaa* this and this fact makes it very diflScuIt to do the 
anahrtic work. 

W© can k)ok ac the demographic unemployment rates. As you say, 
the black teenap rate we see is much higher .than the other unemploy- 
mmt rates and this indicates tliat black teenagers have structural 
problems to a more severe extent than other groups do. • 

However, thero acre admittedly some black teepagers who are doing 
quite well in the labor force. . , - 

Alteniativel:^we can break it down by industries and say that 
manv workers rm certain industries appear to be doine well or we could 
break it, as I hwe done, by occupation and we find that unemploy- 
ment rates of artain groups are mdeed much higher than they are' 
m the higher skfied occupations. 

The. breakdoTO I give is not a perfect one; it is an attempt to get 
the labor force mto two groups— one with structural problem^, one 
without— but tint attempt, 1 think, will never be successful because ' 
. of the nature of tiie structural unemployment problem. 

I think for evw worker the ^structural problems, cyclical problems 
and seasonal proHems are diflScuIt to disentangle. Cyclical, structural, 
^ frictional or seasonal are the four categories we usually use to classify 
the problems that cause unemployment and I think they are yseful for 
classifying these causes and therefore even for clas3if3dng the cures 
for unemployment, but they are not useful for classifying the unem- 
ployed workers themselves. 

You simply cannot say that a particular person is un,emj)loyed for 
, structural reasons alone and one reason is because the structural 
elements are commingled with cyclical and frictional factors. That is 
what makes the anaJjrtic worjc so diflScult and why we have had* 
tjTbuble to date in commg-up with overall approaches to this problem. 

What I haye done is to break the labor force ro/ghly in half— into " 
those ""occupations that have the wage rd,tes above/&verftge and those 
in occupations with wage rates below average. The groupings are 
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quite crade. I know ther^ are many high-wage workers inflow-wage 
occiq)ations ^d vice versa. Nevertheless^ the breakdown is such that 
on acirertee the" high-wage occupations hav^, an income roughly double 
that of the low-wage ones^ ' 

My/find&m confirm the general Baily-Tobin idea. I looked his- 
toricaUy. dft;. the relation iJeiwew' the unemployment rates of these. 
twro^OOTi^ and the rate of inflation. I find little influence of changes 
ia tmemployment of the low^killed group ' on inflation. This 
wonki support the' general finding that structural programs can be 
nsedr ta.:arediice thf unen>plo\Tnent rates of low-skilled <torkers with- 
out iiMiin li'mlg th^frate of inflation. 

0»^^e other hand, I do find that the unemplo^3aneiit rate of high 
w^pjDtcuplatien groups affects inflation and^ this is what makes it so 
diffisnlt to reduce the unemployment rate through overall monetafy 
and fltou policies. As the -unemploymen t rate declines, we run into 
shortages of fC^^ain hig|;i-sk3fei>4s:orkers. Increased ^eSiand then 
to wage mcreases rathejr than employment increases. This puts 
prasBure ok{ costs and infla^on results. 

_Thife_^giVes- us a second role i^x structural programs. Structural 
IJrograms not only can be used to increase employment through} public 
service employiMnt, for exainple, of low-skilled CTOups, bu^o trans- 
fopn these lower'skilled workers intoihiffh^ skilled workers, thereby^ 
eliminating bottlenecks and shortages tnat ultimately lead to wago^ 
increases. ^ ^ 

Whi]£ I have only broken the labor force into' two very crude groups 
in my analysis**— and I can't pretend that a structural proCTam would 
talke the aver^fae worker from the lower group and put nim in the. 
h^Jier grbup — I use?th(jpe results as an indication of what.stTuctural 
pso^ams can dp by increasing, the skills that workers have. 

Jmotner finding I came up with is that the low-wage labor force 
appears 'to be quite elastic. I had intended^ or desired to take this 
rwilt about the effcQt of unemployment rates on inflation to look at 
^at happens wheit you increase unemployment through overall 
aggregate' measures and*, what would happen if you dicl i^ through 
structural measures. I was unable to finish that for a variety of reasons 
but what I found as parf of the work toward this goal was that when 
there is aa increase in"emplo>incnt in these low-wage occupations, the 
"pbs that are created ten<l to ^o to workers who are not in the labor 
brce. 

Out of every 10 additional jobs in the low-wage labor market, in 
the past 7 were ta3cen by workers not in the labor force and 3 by work- 
ers counted as unemployed. 

That would say that in general to reduce measured unemplo>TBent* 
rates by increasing the employment in low-wage occupations would 
require almost a 3-ior-l ratio — three jobs created for every one unem- • 
ployed worker that is hired. 

' Ndw, thkt, I say, is in general. This relationship comes from average 
•historical relations; it ignores the possibility for targeting of thfe Knd 
ithat we now have in CETA, which can make the batting average a 
little better.. That is, in CETA w^ rive preference to workers who hive 
been uijemployed^a long period of time. Hiring these workers would 
reduce uneifiployment. Furthermore, by targetmg on family incom^ ^ 
we probably, tend to hire the worker in the family who would be listed 
as being officially unemployed: I have not checked th^ data on this 
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latter possibility, I can only say that the overall number I report is 
more pessimistic than what could be achieved with proper targeting 
and I suspect that a nvunber far better than 3 out of 10 can be attained! 
But I have no results to report to you on this. 

I do submit, however, that what I call this elasticity of the low-wage 
labor force indicates that there are large nvmiber of workers willing 
to work in^jobs if they are available. A large munber of hidden unem- 
ployed workers exist who would take jobs in these low-paid jobs if 
they are available. We should not ignore this even if the employment 
of these workers doesn't help us reduce the reported unemployment 
rate-^the measure by which we sometimes grade ourselves. 

This result, I think should be interpreted more as casting doubt 
on the measure itself rather than on the usefulness of the structural 
programs in reducing unemployment. 

V The work that Bapy-Tobin did generally cpnfirms the results 
I found. I think there is a role for structural programs to play. 

I think we are getting an analytic framework tiiat would allow us 
to put niunbers on the size of this role but the work is so very recent 
so the results I report to you should be interpreted as tentative. ^ 

I would be irresponsible if I said that national policy should be bas8fl 
on these numbers as new and untested as they are. I can teU you that 
further research is being done and I think the progress made this 
year indicates that we are going to know Portly what cto be done 
with structural psograms. r ^ 

.\Thankyou. ^ . . . * ^ ^ " 

Representative Mitchell. Thank you, Mr. Nichols. 

[The prepared statement of Mr. Nichols, together wth a technical 
appendix, follows:] ^ 

Prepared Statement op Hon. Do;5rALD A. Nichols 

SUMMARY * ^ 

t 

Historical data indicate that increases in employment in low wage occupations 
Have little effect on the Inflation rate. This supports^the conclusion that structural 
programs can mcrease employTnent. without increasing inflation. 

The dAta also indicate that inflation increases \^hen unemployment in high wage 
occupations declines. This supports th^ conclusion that structural programs to 
upgrade low wage workers can reduce inflationary pressures, thereby permitting 
employment to grow without increasing inflation. 

The low wage labor force appears to be quite elastic. llSlorically, 74 percent 
or the increases in employment in low wage occupations hAve been associated 
with increases in the labor force, not With reductions in unemployment. This 
means that untargeted PSE programs wiU have a small effect on reported jinem- 
ployment rates. No tests were performed on targeting restrictions but it appears 
that proper targeti^---of the form now required in CETA--cSn increase substan- 
"allv the effect of PSE on reported unemployment. 

The elasticity of the loW wage labor force indicates the existence of a large 
u ^1-1 uP^*®'^^^^ workers not counted as unemployed. The needs of this group 
should be considered even if proposals to address them do not have a substantial 
effect on reported unemployment rates. 

^^7^\ framework used in this paper for analyzing structural unemployment is 
that descnbed by BaUy and Tobin wherein the role of structural programs is- 
determined simultaneously with the role Of cyclical or stabilization policies? It 
appears to be a fruitful way of analyzing the overall role structural programs can 
play in reducing unemployment in a ncviinflationary*way. 

Finally, structural unemployment is extremely difficult to measure. There are 
problems of separating structural factors from seasonal, cyclical and frictional * 
fJVctors; there are errors in measuring-structural factors; and there is an essentially 
arbitrary decision that must be made about how severe an employment problem 
must be to classify -an individual as structurally unemployed. Analyses using 



8 



eetimates of stnictural employtupnt are therefore often inconclusive. The Baily- 
Tobin framework, however^ <io83 not require a precise numerical estimate of the 
aiae of the problem in ortjer to be ot use. 

PBOBLKM0 IN DCFININO *BTBUCTURAL UNEMPLOTMENT 

There does not exist today a satisfactory ^ay to analyze, define or measure 
structural unempkgE^tent. Nor is one likely to exist in the near future. Three basic 
problems are re^i^nsible for this situation. 

First is that tlte classification of unemplo3rment into cyclical, structural, frio<- 
tional or seasonai components may be useful when thinking about the causes — 
and therefore the cures — of unemployment, but is not useful as a way to classify 
specific unemployed workers. Any workable classificSition of individuals as struc* 
turally unemployed — ft5r>example, those unemployed for more than 15 consecutive 
weeks — will be flawed in phnci][)le by the fact that it is not independent of seasonal 
and cyclical factors. 

^S^WmJe those unemployed 15 weeks or more will tend to be those facing severe 
e&ployment problems, and in my opinion wiU tend to be those who could profit 
from Government programs for the structurally unemployed, the number of 
.workers in this category grows and falls with the business cycle and the seasons 
of the year just as the total number of unemployed does. At any point in time there 
will bo many highly educated individuals and many high wage workers who have 
been unemployed 15 weeks ot more. They will not be typical of the workers in that 
category but they will be there. 

V The point is that there are usually a combination offerees — cyclical, structural, 
Seconal and frictional^to blame for the fact that a particular worker is ipiem- 
^ ployed. In some workers the structural forces. will be more important than others 
but it is impossible^ to create categories of workers who are unemployed exclusively , 
for. structural, cychcal, friction^l or seasonal reasotis. 

This does not mean there is not a problem of structural unemployment. Workers 
Avithout skills, education or experience living in areas where few jobs exist face 

/^b-finding difficulties that are an order of magnitude lu-ger than the employment 
problems, evef faced by anyone in this room. Structural unemployment exists. 
But to date it has defied our attempts to measure it in isolation from other forfiis 
of unemployment. And without a uniformly recognized estimate of the number of 
unemployed workers, it is difficult to prescribe role for structural programs. 

The second major problem in defining the structurally unemploy^ is that the 
structural characteristics of workers generally differ from each other by matters 
of degree rather than by the distinct presence or. absence of a particular trait 
that makes employment more or less l^ely. The level ofschooling or training, for 

- example, varies'continuously i)ver the range of interest, ahd a decision that a worker 
with 11.5 years of schooling is deprived while one with 12 is not is basically 

. arbitrary. If we were to rank workers and plafce them on a ladder with the most 
employable near the top and the least employable n^ar the bottom there would 
be no way to draw a line separatiug them into two distinct homogeneous groups, 

^ one having structural problems and the other not. Clearly the worker at the bottom 
would need help while the one at the top would not, but those near the arbitrary 
line would be much like each other whether they were above or below the line. In 
this situation it is very difficult to get agreement on where the line should be 
drawn. 

An indication of the fact that structural problems are a matter of degree is that 
most workers with structural problems are employed. Most of fherp have low 
* wage unskilled jobs and may well become uneinployed at ^me time in the future, 
but at any point in time the majority of these workers are employed. This means 
analyses of structural problems should not be restricted to unemployed workers 
but should/include the whole low wage labor force. ^ 

The thi^-d problem in measuring and defining structural unemployment is that 
the measures themselves are not precise. A high school education, for example, 
means many different things. Skill training is hard enouglv to quantify within 
occupational groups, but almost impossible to compare across groups. Innate 
Y abilities, attitudes toward employment and employers, and knowledge of what it 
takes to succeed will never be measured perfectly. This means that whatever the 
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set of. indicators we chouse by which to cluasiff a worked as hivjng structural 
probiems, wiiU be subieet to. ft large amount m ' ^ i 

In Bummary It is hafS'to come up with a good radasure of structural unempl'oy- 
, ment because the structural characteristics of workers ate measured imprecisely 
because they vary by degree, and because th^ are commingled with cycUcflO! 
mctional and seas^^ factors, to a. varying extent in each unemployed -worker 
IJecause of these raaaSUrement and definitional problems, quantitative analyses 
ol the overall problem of structural unemployment are exceedingly difficult. The 
studies that have^been completed generally admit that they cover only part of 
the ^obtem. To link the parts together, into ah overaU framework wouU be a 
major undertaking. . ■ ' . ^ ^ » 



AN OVERALL FRAMEWORK OF ANALYSIS 



PVame works have been sugg^ted. however, that rely on the daU available 
-^"U'h l°^Ti^°^ ^TrS classifications. Th^ one 1 will u&e here was recently 
suggested by Baily and Tobm.> In a^itiKle framework they determine simultane- 
' p^^y^^e roles for countercyclical and structural policies. The roles depend 
, importantly oa thfreffectx>f the policies on inflation. ^ i^penu 

They argue that the &bility to reduce the overaU unemployment rate^tSouth 
, t(ionomicgrowth ,s lunited^ by inflation.lt doesn't matter whether one views this 
hmitation as pp^itlcal dr economic. Inflation poses a barner to the l^sc-ninj? of 
unemployment with macro-economic policies. » 

When the jbwest unemployment rate consistput with the. inflation barrier i» 
reached^ the unempl^oyment rate pf low skilled workers wXllstiill)© high and will 
^be substantiiWy higher than that of high skilled worftrs. Shortages of low skiUbd 
wbrkers will be rare anU a^lreduction in the undmplgyment rate of this group by^ 
itaeU VDuld^not Cause mflation ta increase. The hig^i skilled gJpup, on- the other 
hand, will have shOrtag^ and an attempt to feduoo their unemployment rate 
Kf/ 7'''^'^'^?'^ to Ivad to wage increases t^th,pr than to employment incr^ase^ • 
Iherefore, an attempt to reduce unempl$vment among the low skilled by increas^ 
K°V^S^?3*^ activity is styraied'by thelac.t that it wUl lead ta shortages in the 
high skilled market and therefore to in^ation. i w ^ 

fJF^^ roiej>f stmctural progmms is then clear.^They, should attempt to increase > 
the demahd for low skilled workers without increasing demand for high skiUed 
workers ^nd thcy^shou d try to upgPttde some workers Crom.the low skUl^ odeup^. 
ttons uito the higher skilled ones. Public service empfcyment is an example o? a 
change in fhe demand foi-low skillccl workers, whilp training is an example of up- 
grading. FM!., of course can lead tOupgi:ading too^s the workers gain. experience. 

BaUy and Tobin hmited themse^es to two groups of workers lor purjjoses of ' 
exposUion. In pnhciple^ upgrading eaa.tafc^place along a cotitinuum and PSE can 
encompass a variety of skJla Bu^ the. overall framework they suggest is d useful^ 
t^fn.Plf ^^!^°n- etf much we can 36 to reduce unemployment 
through overall monetary and^scal polieitj:.. Further reductions require that em^- 
ployment be mcreased only for the groups uot likely to have an effect on inflation 
M^^ii ^"PP^ workei-s t)e increased in the gniups most likely to affect 

This frmntiwoik offtrs promise. It is po8c,iblc to use it, for e.^anipie wuhout 
having ti precise ini^asure of the number of strucCurally uhemployed workeis. What 
18 necessary IS to break the labor force into a hierarchy of ^roupfs and to detwiuine 
tbe effect^ of the employment of ibese groups on the inflation rate. From those 
estimate the -agtsnda for structural policies wftl einergv.. 

ib't, ^fcpoit a kcie uu.-« l>ii:t .»uc Ol mui.y po^olUc clusMficall^ua . 

^orkeM. FolloHn.g B^iilv and fobiu we clarified worker., in tvo groups each , 
which pontmnea cJe.eraf occuimtion^. High- wajce occupations Wcr* grouped 
g^^K ^ ^ ^^ie ones acebiaing to the clarification ahowu iii Table i 
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TABLE CLASSIFICATION OF HIGH-WAGE AND LOW-WAdr OCCOPATIONS 



1978 1978 1978 Mtdlan 

•mploymant uhtmploynMnt unrnipioymant waga rate, 
(tho^tsamb) (thoutands) rate (percent) May 1978 



Hlgft-wage group: 

Manaiera and admlniitratprt. 

^ Professional and tacnnleal workers... 

Craft and kindred worker^... 

TrsitMort operatives^. « 

OperaQves excluding transport 



Totil,. 



Low-wage group: 

Clerical workers 

Nonfarm laborers.^ 

Sales workers 

Other service workers — Z... 

Farm workers .-.< 

Private household workers.... 
No previous work experience.. 



Total. 



laios 

14,245 
12,386 
14,416 



51, 152 



16,904 
4,729 
5,951 

^798 

], 162 



43,221 



214 

381 
603 
1, 155 



2,1 
2.6 



2.353 



4.4 



686 
566 
256 
966 

no 

63, 
868' 



4.9 

10.7 
4.1 

^ 3.8 
5.1 



3,695 



7.9 



)6.87 
6.74 
6.50 
5.36 
4.47 



Because this claBsifioatiipn is . onide the results of this study should be 1 
preted as an Illustration, rather than as a refined set of estimates. Nevtftiu 
f find the results Interesting. Using conventional statistical teohiu(]u^|{^t 
foClnd that indeed the uneknployment rate of the high wage occupations ; ii 
important e£tect on the inflation rate while the uliemployment rate of low i ii^i 
workers had little effect. . ^ 

A. variety of specific forms for thlk statistical relationship were examined a^d 
virtually idl reaoned the same conclusion. The statistical tests are reported hi an, 
Appenabc . ^ * , ' 

llii^1(B|dicates that piograms that reduce the low wage unemplo3rment rate will 
toot aioa fignlficantly U> mflationary pressures unless they also reduce the high 
wage unempl^gbent TsXe. The potenttal role for structursl programs is therefore 
quue lariEe; ^OKproper elibigiUty requirements JPSE programs can be restricted 
to those 'Who^nSuId normally work in the low wige market and therefore, would 
not add to inflation. ' 

Furthermore^ programs that upgrade worker qualiflcations can also reduce 
infl4tionary pressures. By increasing the pool of workers in high wage occupations, 
the high wage unemployment rate grows relative to the low wage rate/ The data 
indicate this' would lead to lower average wage increases, and therefore per^nit a 
hilsher rate of unemployment for the same rate of wage increase. Work experience 
on PS£; training and education can sdl upgra^le worker qualiflcations. These 
results suggest there is an important role for structural programs to. play in 
reducing unemployment in non-inflationary ways. 

On the other hand, it was found that the low wage labor force is quite elastic. 
Increases in overall low wage employment have generally b^enMsodated with 
increases in the low wage labor force and not with reductions iin^epmt'ed unem- 
ployment. This means that imtargetted increases in low wage employment 
would have Uttle effect on the reported unemployment rate. The statistical 
tests of these relations are also fpund in the Appendix, They indicate that for 
every 10 new low wage j<Jbs created in the entire economy, 7 are taken by people 
not in the lal^f force while 3 are taken by unemployed workers. 

I would like to etnphasize that these numbers do not refer to jobs created 
under the existing CETA program. The eligibility requirements of that program 
make these general estimates inappropriate. The general estimates are for low 
wuge jobs of all kinds, public ancl private. The estimates indicate, however, the 
way in which targetting requirements can affect the impact of a PSE program on 
the unemployment rate. For example, preference for PSE jobs could be given 
to workers previously registered as unemployed. This Would cause a larger decline 
in reportea unemployment %\x&ri a program withput this restriiction, but the 
reduction woiild still not be one for one because of slippage. First, workers not in the 
the labor force could register for work simply to satisfy the eligibility requirement 
in order to qualify t0T a PSE job. Second, iinemployed workers might take PSE 
jui>8 instead of other jobs and alluw these other jobs to be taken by ne>v entrants . 
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A second way to target— now reflected in the CETA legislation and in the 
Administration's welfare reform proposal — ^is by family income. This tends to 
restrict PSE jobs to families without any other employment. I have not checked, 
but I suspect that the labor force participatidn of family heads is far higher than 
■for other workers and that the majority of the family heads who would take 
PSE jobs would already be registered as imemployed. 

I conclude that while the targetting issue needs further analysis it is likely 
that the effect of PSE on reported imemployment is substantially affected by 
eDglbility requirements. With proper requirements PSE can have a substantial 
effect on unemployment without causing inflation to increase. 

The analysis raises an important further guestion, however. If a substantia 
portion of the workers who take low wage jobs are not previously coimted as 
l^unemployed, the group desiring jobs is larger than the unemployment statistics 
indicate. There is an important role for struijtural programs to play in meetia 
^hese needs even if the effect of the programs on the reported unemployment rat 
is modest. With current budget problems, it is unlikely thesi^neeos can be m€ 
80 it is wise to continue the trend Congress and the AdministrWioB have followei 
in strengthening eligibility requirpments. Not only does this direct the jobs to thost. 
most in need — which is what the targetting requirements are intended to do--* 
but it also has the effect of reducing the reported imemployment rate the most^ 
which, is the issue to which this testimony is addressed. I simply point out the 
elastic nature of the low wage labor force and the potential for a substantial 
increase in emplo3rment in that group without adding to inflation. 



FURTHER RESBABCH 



I^e r^ts described here illustrate the usefulness of the Baily-Tobin frame- 
work. While finer divisions of the labor force are possible and will presumably 
lead to more precise estimates than the ones presented here, the results are en- 
courag;lng both to the usefulness of the framework and to the possibility of using 
structural programs to solve the unemployment problem. 

Further research must consider a variety of possible labor force classifications 
not considered here. Classifications 'corresponding to existing eligibility require- 
ments should be constructed, where possible, so the effects of exiting progr^uns 
can be determined. 

Technical Appendix \ 

Data 

The CPS classifies workers by occupation. Major occupational groups were 
ranked iaccording to their wage rate in the May 1978 CPS. The labor force was 
then divided roughly in half pu^ the highest wage occupations in one half and 
the lowest in the other. New entrants to the labor force were included in the low 
wage occupation group. Quarterly data from 1958 for emplojrment and unemploy- 
ment in each group were used for the statistical tests reported here. The occupa- 
tional groups are shown in Table 1. 

Wage rates to match the emplojrment classifications are Hot available from the 
CPS on a quarterly basis. It is impossible to construct a wage series that would 
appljr to these classifications. Because of this an aggregate wage index was used 
and indicators of employnieni or unemployment in^e two markets were entered 
independently into the same legression to determine' their impact on the overall 
wage rate. The average hourly earning index was used to measure the rate of wage 
change. 

Bconomctt tlsUmat<»t Wagt Equation^ 

Varioiw relationships were tried thougit ,iiii> u w are repi^ tea i»cic 
When the percentage wage change was ussed as the dependent Yttiiahic th^ 
«um of the coefficients oh the lugged dependent variables was 1.03, Therefore the 
equation^ reported here ai e estimated in the accelerationist fonn. The lag struci^ure 

itTi DOfie<i nn . t.hA flf>ri«»nrlAnt. \/MriuK1o w #»1fw<k ^ku^ n.-.A;«M#>^A^ ^ "^^t that the 

) the rate of 




-— o- — — wTv.. i^.^^T.vu^ v|wuit,^i^ uxiu » ui — .u uii the rate of 

change over the two years befoie thut. 
The following is a typic^U regression. 



'The statistical Mfuik f>aa |M$rf<»k«uej bj iA>U8tlti, a i. 
the Kfsta that were iK.rforia6(L I thauk i.er for htt *xctUent #roii 
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RCGHESSION 1 

(Qoarttrty 09U:1 to 1978:4); 84«bMfvaUons; dtpendent variable: DDW] 



IndtpMidtnt varlabto 


■\ ; 

Cot(Bci«nt 


Standard 
error . 


T-ttit 


ALTPI (1)_ 




0.6012 
.7419 
.004108 
.03389 
.08723 


--1. 168 
3.561 
5.177 
2.314 

-.9327 



^ , : 14123; DurbifHWatsoo statistic: 1^8215; standard error of the recressJon! 0.8277; normalized: 

Yariabls Name9 . 

DWea % ohange in Hourly Earnings Index expressed iis an annual rate 
DDW«Accele^tion in. Hourly Earnings Index DW--.7 (Average of 4 

ceding DWs) — .3 (average of 8 preceding DWs) 
ALTPL5=0uidepost Dummy* 
DX =^ Minimum Wage . / ■ 

IRUHR= Inverse of Ubemploym^nt Rate of High Wage Occupatioua 
-IRULR= Inverse of Unemployment Rate of LOw Wage Occupations 
Note that the inverse of the high'Wage unemployment rate is statistically 
nificant in regression 1 while the low wage rate is not. In this regression, the 
wage unempl63rment rate has the wrong sign, a phenomenon that was t>pici 
the regressions jxax. 

When the low wage unemployment rate in dropped from tho regrccxuou, a be 
estimate of the eoefficient on the high wage unemployment rate results anc 
statistical significance improves. 

REGRESSION 2 

iQutfterly (19S8;1 to 1978:4);84 observations; depemt«*a ir«rl«l>le: DOW] 
Independent varlat^le Coefficient Standard error' 



Constant. a..'. i -148476 1 3045 — 

ALTPI a).._ 2rfe737 .7411 

P» mZ. : .'^16794 . 004080 5 

I RUN (3). ^ 0486872 . 01 1 52 4 



Note: R-bar squared: 14132; Durtln-Watson statistic: U932; standard error of the regression: 0^71; norma ia: 
9.166. 

When the low wagts iau> lo udcJ b> itself its coefficicut ia txiao significant Wiih 
th^ right sign. This indicates that'itQ insignificance in the drbt regression is due to 
the presence of multicollinearity.IjHk correlation between the two unemployinent 
rates is .79. ^ 

REGRESSION 3 

(Ql^ftstly (1958.1 tu i9/s.4>; 84 ot»Mfvatloft» ; JbpoitUont vdilablO; ODWj 



Independent i/ariable Coefficient Standard enu^ 



Constant 160151 tt 4710 -3 400 

ALTPI (1) 2. 69809 . 7614 i 543 

0X(2) : .02229^ .00419d 5.31S 

IRUii<3)L 108408 . 03048 3.557 



Notei R-tm sqoaxed: 0J8O3; Ouili>-watwn statistic. 1 /uyu^suaO^iJ biioi of uiu i^..MSh)n. OasiM, i^w<fAal(£e<l; 

tu, employ tuenc r^ie Was consiru^.ted ju^ii5 effect wn wAg.i rutes wal estimated! 
This rate was c\ynstructed by generating an eistimate of the normal labor force in 
high ttAd low wage occupacious l?y regressing the actual liib<»r forceb on time. The 
predicted values expressed as fourth order polynomials of tinie werts then used to 
deflate the employment atutistics. For puipoacs of coiaparabiUty these employ- 
ment rutes were subtracted from one and entered ua uneinployuieat rates in the 
next ^<5res^ion reported It would be noted that all ihe variations in th*:o<s variables 
are emproyment rates and not in^ unemi^o^uent. 
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In regression 4, we see jbhat *vhen exp/essed in the*'employmeBt form both 
variables acquire the expected sito. Again, however, only the high wagCTttemplov- 
ment rate has a statistically si Aificant coefficient. In this relaUon the ordwB of 
magnitude of the coefficients aieVappejalflag to roe as well since the much smaller 
meaa of the'univeise of the low wage unemploymi^t rate indicates a muciTlower. 
rate of wage iricrease would result from, a change in low wagfe employmSit than 
from an equal chyige in high wage^ employment. ^ 



IQutrttrty (1958U b 1978:4); 84 bbservatjoni; deptndent varlabia: Cft)W] 



Standard arror 



T-stat 



S*5f*l*,v - • - -1. 03578 • a 4583 -2. 

5t^<l> ; - — 2.63502 | . 7607 3! 



PHiwJr JE82334 '.01107 2; 
-c «19081 J)3691 fsi 

DufWiKWaboo rtathtJc: 17882;. lUiidM-error o( tba regmiion: 0J478; normailzeii 

Re^jicciBiona with the uvc.all ui^cuiployment rate were also tiled, butfhe overall 
rate would lose statuutical significance when entered simultaneously with the hish 
wagts unemployment rate, though the latter rate would occasionally attain sijrni- 
ficance in these relations. * ^ . o*' 

When the aggregate unemployment rate was entered with'a ratio pf employment 
in the two sets of occupations, the ratio variable would enter in a statistically 
significant manner and the uueoiplo>ment rat^ijroidd not. 

The cenchision is that the rate of wage change is much more strongly affected 
by the rate of unemployment in high wage occupations than in low wage ones 
This confirms the results of Baily and Tobin who dealt with industrial data rather 
than occupational data. 

Eeoncmetrie Estimates — Labor Fotm Participation Equations 

Economists are accustomed to the fact that the estimate<i^ labor force increases 
when employment increases. Of every 10 new jobs created, it is 'traditionally 
thought that roughly 6 are taken by unemployed workers and 4 by workers not 
previously- counted as being in the labor force. . ^ 

Here I report how participation is affected by changes in employmSLt in high 
aad low wage occupations. While the total of these relationships is very clcde to 
the traditional relation, the parts show a wide divergence. 

All of the employment and labor force variables in the reuortcd regreasiouc have 
been deflated by an estimate of the trenvi growth in the labor force This is a sum 
of the separate fourth order polynomials of high and low wage labor forces used 
in some of the wage equations. 

Participatiojv^ktimati9 ^ - 

(HI) (-3.6; 

D.W.-loa 

Al.l,=».00l — ,3Sd ^luii I auO .1: i 

(-10 1) (li>.6) 

219 \ < u A> 
r> W -2.Ui 
S E ^ .0013 
. . » Change ii. L.it^t* . , 

i 1 1 1=^ Change in .ow v ugt 1 an., i , 
aE.H^ Change in high wage emi.L jwi 
A £L — Change in low vage employ' mcLi 
ft Qochr^ne-Orcutt' autocorrelation cok* 
4» 177- 79^ - a 
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These regres^ionB tell us that of every lOftaew jobs created ixr high wage occu* 
pations 52 will be takes by unemplbyed wcmIkts in high wage occupations, 39 by 
unemployed workerEi ^n low wage occupations and 9 by workers not in the labor 
force. \ ^ ' 

• Of ev^ry 100 jobs created in low wage oecupations.lS will be taken by unem- 
ployed workers in high wage occupations, 12 by unemployed workers in'lo^? wage 
occupations and 70 by workers not in the labor force. f 

Representative Mitcs^l. As we previously agreed to, we will turn 
to Mr. Johnson as our next witness. 

Mr. George E. Johnson is currently professor of economics at the 
University of Michigan. I believe you have been with that faculty 
since 1966. ^ v 

Mr. Johnson has Served as a Senior StaflF Economist with the Coui 
of Econobalc Advisers. He has also served Director of the OflBc< 
Evaluation and Research for the Department of Labor. 

We welcome you and W« are anxious to hear your testimouy. 

STATEMENT OF GEOBGE E jrOHNSON> PEOPESSO£ OF ECOKOJia 
UMVEBblTY OP MICHIGAN 

Ml . JoH.NsoN. Thank you vci> much, Oougressuiaii Mitchell 
The two questions posed by the committee really ai'e interreiai. 
They are really the same question because it is only by reducing t 
unemployment rates of certain Lai-get gjoups, certain groups with t 
most serious problems, that we can reduce the overall unemploymei 
rate consistent w^ith nonacceleiating inflation, so they really are tl 
same questioii. 

The major p^inL uf my pictured stateinciii it* tliuL eiuploymoiit Ai]d 
(taiaiug programs can have a large and significant impact on imem- 
ployment if they are targeted toward those ^oups in the labor force 
whose labor markets can be de:?cribed as rigid as opposed to flexible. 

Now, by rigid and flexible, it gets to be a very comphcatecj point 
iiiid the meaning is very much consistent with the view that Mr. 
Nichols has just expressed. 

The oppotiite of rigidity is, of cv>\aoc, lieAiLility and ui that situation 
if the programs are targeted toward individuals >\ho are in labor 
markets where there is a ^reat deal of adjustment, then, for example, 
an employment program that gives PSE jobs to individuals in a flexible 
lal»or market will merely attract them away from the private sector 
a I It I raise their wages ^ * 

It is a very t:ompli<u(c I pioLlcin to try to tletermine the eAtent of 
tjj^idit^ in the labor maik.;t. It ia a coni{>li(:ated issue for the major 
reason that Mr. Nichols &uj;i;osted, &pecih<:ally that the data are just 
biixiply not there bo tliat we can identify those workers who aie struc- 
turally uneiiiplo^ ed , that i^s. thooe in rigid laboi' markets as opposed to 
those who are more or le.s l«illy enH)love<l. 

My own reaiearch I am afraid, yiclas moitj ^.s... .u.iLuUc c*>in.luolonb 
ilLHn that Lcseau h jusi reported l.y Don Ni<:h.»li 

I have i.oncluded that nio&l labot inarketci in tl.^ Cmiu. t duilcs ui,. 
. titt/actei i/^ed l>y a ^j'eat deal ,>f fie.\ibiliLy txiA (hal a \i\f^.t e.\pansit)n 
r)f 'Our cuireiu emploVniont i.ail tn.ining pio^raiiii \> ill In vc oiily a 
small effect on ihe potential un< mj^lovmi at rale; ttiat i », the unei.* 
plo\ nient ih ic *ynrti:3tciU will, lioiiacreleratlii^; inflation h»it I ilo nol 
think that it 4i leallatio on Uc basis of available c^'id^ikue it. ao^til 
that lliey < viuid iiave a Kiaj^ i iuipact. 
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Now, there are some veryi major and significant exceptions to^this 
conclusion and that is principally the case of jjiinority youth. 

There is no question in my mind but that if we were to eUtninate 
the roughly 250,000 work experience jobs under YEDPA and the other 
CETA programs the imemployment rates of minority youth would be 
even higbef or, even more importantly, their total employment rela- 
tive to their population would fall, x 

This is the area where I think labor market programs have had 
their major impact on a propor^onate basis; it is the most serious 
social problem having to do with mbor markets in our society and thei 
programs cannot be faulted at the present time for being under***'* 
geted toward minority youth. 

However, I think it is there that the' major potential for redu( 
. overall unemployment exists.' 

There are a coupk-tji additional points that I wa«d like' to ma. . , 
only one of which /I developed in my pi^epared ^statement. 

The question of^vhethW or not labor market policy can in theoiy 
lower structural unemployment is one malter. It is the question on 
the floor today, but an eqiially relevant question is how one sets up \ 
coherent national labor marke«6-j[;yolicy. 

I do believe that to t^he extent that the CA^ngresc* and the adininis- 
tiation are serious about making a major impact on structural unem^ 
ploynient that tl^eie have to be some rather significant .changes in the 
organization of our employment and training programs. « 

It is not the major topic today but it is necessary to refederalize 
these programs becaui^e Tbasjically poverty and st^-uctural unemploy^ 
ment are national probleniis. 

You could not solve the pioblem of povcxtj^ und atruoLaraJ iinem 
ployment in Detroit or Ncwajk or Bmtimore oi; Peoria in>^sBlatiou 
mainly because there id a great deal of mobility of people within this 
country. 

It is a uti tioual problem and theie has tO be, 1 think, a lot uioie 
coordination of our effoita to reduce poverty and strucloral iinem- 
ployment from the l<ederal lei?el rather than to have a decentralized* 
revenue sharing approach. 

The second pomt is hov\ optimiotic or pcsisixuistic <^an be. A 
factor that has not received very much attention is ihe ^jroLlem of 
immigration into the United States. 

During the last 10 yeai:* wc have had a vet> lui^o o^^uCo »>f immig»u 
tion of low-skilled labor intj the United Slates, and that is now spread 
in^throu<^hout the country • ' 

There is no question m miin} iUut ihi . h,.,. iiud ,a oii.i.uii.unt 
impact ou the eaminp an<l th. emph)yment oi iht ^lou-^iiuo popula 
lion at the low end at the skill ilistnbution. 

To llie e.^cnt that this rale .)f imiwigration * > niij^.,.*^ jn ci.. i.iiui^ 
ihe p»obL-iuo of the^k>w-&killc.l iloiiiestic pop ilatft)i\ ^lo ^.>iii^, to get 
woi sc, and 1 ».iu afraid thatoui lubor maikel i^olicres fhive ^^ot ijscarL 
taking this laio account ^ * » ( 

In ti.rms of \\haL we ct,., it.., . i Luf^^cu . .:i...Hj M 

• i^iite well A the labor niAiket j,.. |.;f.ims hel^ t:*l keep vvhe.o w'c are 
(low i.s oppj.»cd lo any notioi.: <Ji •■cally nnpfovi.ig th». jji.uulioV above 
v> hck. o we aio now 

In aitmmaiy, I vxuuhUil. i ..i.i,. ( ..1 .!» i.i . i i i t..ji . 

tlittt I am optiuiititic ab^.ut ( ni |m ttiuu iCi u»l.icii in titipioViiiciU. 
bul I uiu aflaiil I caiinol L mm; ll; iK, liitL " 
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. Representative Mitchell. Thatik you very much, Mr. Johnsoru 
[The\prepared statement of Mr. Johnson follows:] , • - 

Prepared Statement of] George E. Johnbon 

Structural Employment and Training Programs: Their Impact 
. ^ on Unemployment 

Mr. Chairman and members of the^cokimittee, tbere^iu'e three important sets 
of questions about the im^^ct of our labor market projpams on unemployment: 

(a) Can they lowlr the unemployment rates of those groups that have the 
highest incidence of onemployment? > 

(b) To what extent v^n labor market program^lower the overall unemployment 
rate consist^ t with non-accelerating inflation? ' ^ 

(c) What level^ resources must be committed to lower' the unemploj-hie 

rate consistent with non-accelerating inflation by a specified ijRiDunt? 
To summarize ray answers to these questions 

(a) Probably yes. 

(b) Not Very much. ^ ' ^ 

(c) To lower the non-inflationai y uueiuplo>u»c<it rate by as much ua o* 
porceutage point, thp budget for tbc^e ^i^roglams Wouldi havt> to be iucreas* 
many-fold- -perhaps to as high as $100 billion per ytjar. I 

It must, how^ever, be pointed oat that any ecouomist'a anawcio i.^^ theoc que 
tions are subject tikA wide margio^ of error. The reasons for this iiucurtainty a, 
two-fold; * 

(U-^Thcre io i*o Ci.ua^nsua Ou liic 4iiooliv>u of how low Wnjjo lal.ui l^lai k ci 

operate. For ex^ni^Je, there is> no definitive treutn^ent of the question oi why tlj 
unenmtoyment rate of minority teenagers so high and has been rising over, th 
past 20 vears. There a^e several lis/fe of possible explanations, butVe simply dwo'. 
know which combination of factors have accounted for what has happened 

(2) There is also virtually.no hard informati<3n concerning the degree to whioij 
specific programniatic approaches that have been useci in the past havt; been 
successful, fn part, tbia absence ot ixnpai;t evaluation informifiition is due to the 
fact that- as is true throughout the Pfederul government - theTQsponsibility for 
evoiaating programs i« vested \u the aRencies that run the programs; they Mie 
understandably niorfc interested in leanuns how to improve their programs than 
in helping 0MB and the Congress decide whether or not they should be continued. 
In P^rt, however, our ignorance about the iiiipact of past programs is a reflection 
of the poor state of knowledge about hov\|tbe relevant labor maiketa operate; 
evtiluaiion 4uestii.us cannot be tormviluted iff'a vacuni. 

1. The 3tri*cturo u/ L t^tt^yloyiimtU 

Btifore couaia^riag the poteuti«l „t ULoi iiii^kei p,wtii**ii.o iLc 

uuemDlo> meat rates .i specific grov.ps in ti.e labor i^rce, it ij useful ti. te.iew 
what has been happeniiig to the structure of unemployment during this iecade. 

Table 1 shows unemployment rates for dilferent race-age-sex g^roups for four 
oeparate years in the 1970' a. The most striking feature of the table is the marked 
deterioration of tne relative oui ploy men t situation of minorities. 
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<^r.^^^ 1978 unemp^^ynj^jjt rat^.^ j adult ylUtW (age 25+) arej^ than 
"One percentage point mgheh iha^\t|^£ir yg^g and l^^a values, the imemM^tment 



rat^of black adults are tw| tf> Wp^fcePtage Points Wghi 
toi, ne unemployment rates of/^^g^J ^ftbii^ (ag^ 1^1^ 




_ er. 

and 20-24)' ai««^» not 
_^iaployiuent rates of blaaritvDutb 
uneioPloyiiient rates undeBaniie the 

hAv^"X°^ ^.'JSSP^LM^r *t?^^t^f W Parti<JlPation rates of mUwtitir youth 
nave faUen ^nce 1970 whil^ tlie participation rates for white youth haii risen. 
A nu3, for example, »t the p^^^ent tir*ie tl^e rati© of e?nployment t^population is 
almost twice as great for w^te t^n^g^rs as for bli^ok teenagers. 

Ai^ugtj unemployment ^ by nxe^ exclusively a Problem faced only by , 
minoiTOw (indeed, 75 perc^^t of Unemployed in 1978 were white), the high 
and mcreaaing relative unetj^ploymeJit.ratea of blacks explains to a large extent 
wOv the overall rate of nnet^f]0yxxi6f^^ in 1^78 wb^ so hign. 

unemployment rat^ ot tj^g bl^^jj^ ^ex-age groups in Table 1 were e 
TO their white equivalents^ x^e 1^78 -^v^raU unemployment rate would have \ 
percentage points lowfer, Ja other *ord^, racial differences in unempioyn 
rates by sex anfl age acoou^i^'for 40 Perognt of the gap between the actual 1 .1. 
unemployment rate of six p^j-cent the recently-established national objecnve 
01 lour percent. 

Since there are still signi^^ijat differenced betW^n blacks and whites in char- 
ge teris tics ttat explain the ij^ciC^^J^ce of uneinployment (for example, educational 
attainment and residence oJban a^eaij), it would be Unreasonable to expect, 
jnat unemployment rates by ^ge sejt ^^'^Ud be identical for blacks and whites, 
rtoweyer, much of the dis^ci^^^tagf iji tl^e relative employment situation of 
minorities has occurred, smo^ 1%. U in f^ct, the 1978 unemployment ratca by 




itie performance of the h\jor ttiarltet tl\e U-S- during the 1970's has, ^-ith 
trie «ignifie^t exception of Vcr^enin relative employment situation of mi- 
norities, been quite good. *^ 

Becaiwf- of blips in the a^j^ ^fucfcur^ J the increasing labor for^ -wtivity 
women^e labor force of y^^^ag ber^otXij an^i woui^^n increased marked^ ^e^»tivtt 
H.ri.rr^**^ of adult ^^n- economy characterized by reftta^t»- w«iKr 

njpciity SKiL severe structure ^^topjoymeJit, this Would have mea^ ^asge ni- 
witrr? ^® unemployment r^Ug (7! these rapidly grot^ng grdups. again. 
/II; ?® otteption of mmonti^^ <<^pefiiaHy rtjinority youth) /^his did luo' teppeu: 
f^il^^' ^ distribution of ^^jploj^ent Adjusted quite ^eU to the ciMged-dis- 
^Jl V° of the labor force, r^^cfJi for this fle^bility Is that the stnrcture of 
wagesx^ able to change to ^^jccwntncKiate the new structure of supply. The wage 
of ^ul?^^°"^^ ^ ^lipJ^ ^^e«^ ^^pidlf declined relative to the -^ge rates 

Thi« flexibility of the laibov i/i^ket i« oy^t*^ reiuArkabitf iu the hght of some of 
ine negative "shocks that h^ve Ocjcurre^ during the 1970*8. The most serious of 
. 7r!!® " ^® productivity slov^^o^ of the vt^^ ten years, ^hich has meant that 
average net real wages hav^ ijeej^ \rirtuaijV constant during thte period. Thia. 
mrphes in turn that a decline i^^ ^Up ^*B ^ celatave to that of dbup B can only 
be accomplished through an ^t^^lute redaction in g^Oup A's Ui^g standard. 
11 htograma To Combat iht^^pipj^ju ^ 

'1 here are tWo major labor ,,j*rl(^t poUcies that dedigned to 1 educe ilo uu- 
c.iip oyment rates of specific gr^^u^g th^ ubor xorce and lower the overall un- 
eriip oyrnent rate consistent v^tl> ^oa-acceier^ting inflatioHt These include: 
ui.d creation (pu^^jjt? service empioymcjnt (psE> and wage subsiJic^; 

(b> »lcill training i>»-6i*am«, 

'approaches, such as la^^r n\^,,,«t iufv»'nation (the iJ^iUuiuyuicut Seivicc;. 
inrWi ^'""r °f ^^^^ incentive^ (PfJ^^clpaUy ^jj^ mitigation of the unemployment- 
mciucing features of mcome t^^6^ pTOgi^^^), and elimination of rigidities (for 
exanipie, iowerinc the minim^^ W^ge for vo^^th), ^^^e not likely to conie under 
^enoa^ consid««ion a mti^s of r^^Ju^i/. uueinployment, and 1 wUl Uot dis- 
cu.s.s Lhem. ^ 



• ->m a budjsctary point of ^jdvv ... . , .,0. 

. hey the I -. has beei PS^ -o^.^^^^ , ^^^^ direct Cf,^ua^ Ft U'j.d\y^ 
uuanced jobs n totate and govfljiiixient U^.id, to an inctcasin^ oxtc^t the 
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ncov-p^rofit sector). The original purpose of PSE was to provide counter-cyclical 
stimulus as welt as fiscal reliet to local governments. The youth ^employment pro- ' 
gCBins, however, were designed to help persons with severe structural unemploy* . 
ment problems; and the design of the adult PSE programs has moved In this 
direction.. Moi'eover, the repent welfare reform i^opbsals have components th*t 
include rather highly tlirgetied PSE jobs for adults. T 

To what extent can PSE programs influence the structure of unem plcfment , 
ra£e» at a timejwhen the economy is approximately at c'ap.^eit^i.e., when ther« 
is ncBCher a tendency f<^r the underlying rate of inflation to increase or decrease)? 
Thi" 18 a v>mplicated issue, "tfnd, not surprisingly, it is quite controversial among 
ecanomista. " ' 

In order wh&ir^ an impact on both strjjcture of unemploym^pt and the rate 
of imemploymont consistent with non-accelefating inflation,, rSE programs must 
be targetted toward those groups in the labor force that have the most severe 

* labor market difficulties. The initial PSE programs (the original EEA and C£]T 
Titles II and VI in the first few years) were, by tlie most charitable interpretatioi 
targetted toWartl the middle df the ^kill distribution, so they had little impact o 
structural uueniployment. (To he fair, their major purposes were to* increase &i 
gregate demand and serve aa vehicles for revenue snarmg.) During the pa&t fev 
years thcfe has been a sigriificaut increase in the degree to which i ion -youth PSK 
prugrains are targettod. There remain, however, several problems with the use of 
local govt-Tiuueuts tia iiiicruiediaries iri these programs. 

Even if the PSE prograuis are optimally targetted, the> wUl Uu \ k. a ^^^t,ultl^.ai..^ 
impact on the unemployment of the target grqups only under cerlaiu condition.^ 
concerning the way labor markets w.*rk. The major condition la that ihe private 
sector wage rates of the groups that are the targets of PSE piograms must be 
rigid relative tu the wage rates of other, "fully employed" groups. If, instead, the 
wage rates of the target groups are tle.\ihle relative to other wage^, additional 
public sector jobs will merely reduce private sector employment on au approxi- 
mately one-for-ono basis. In other words, the PSE program will result iu labor 
market displacement rather than a t^it inciease in employment. 

My unalysirt of this qneation Mi^.^cats that -with the signifi*,.. ,l exceptiw»» .>t 
minority youth - the l/.S. labor market ir< quite flexible If this lu correct, it t al- 
lows that nioc^t PSE jobs, even if they represent additioaal hiiinji by Stale and 
local goverrmiewt (a conti.wersial aacsumption). do not have very much impact 
on either the structure of uncmployuient or the overall uuemployiaient rate con- 
sistent with non accelerating inflation 

The youth emplov^ji^^it pi'Ogrttma a,>..^ui Lo i,^ ucavily i.*, jetted |.>a....1 ^ 
iinnoriiV yomh, andnt is quite likely that tne u.iemph.> inent i *t<; of bla..l^tin- 
agers would be nu«h higher in the ab -ence of tticse programM (/u tne otherlmnd, 
between 30 ^nd 40Y>^i'cent i,f tmploy^d black Lct^nagers in 1978 wcie jjurticipatjt.i 
in the various > outA emph.ymcnt programs, .,u there is some ques^ii.n atjout tAic 
pcxtentinl for e.^j^andiUK theMe ptw^rams / 

Rt ahiMlld ulio bt5 pointe.l <i.it that iii.v , .u . * ut*. i . »,-,KCfci ..i..^ n.e 
i>U)y.aent impact of mo.st PbE j.»bs rufefs owlv t.i |>oriotib in w*hroh th»j i.^l.or i.i^r 
ket molt -or-les.i in l>iiluncc I do not mean ihat PSE i:j tk.-fyOoi t ,MU»fcer ,c\olio:il 
tool On the t^>utr;.r\ . PSE ia .it let^^t ari effective :li ta.\ cdxs if it i.uu be **tu»uc i 
off" *vheu tl-c i couomy iec»-v. i» 

I I soCOli 1 Jil <lf > J ' >^>i-> » ■ . ■ • 

.iplo^ ers ti. ^iro cenaii. )iip a I he lat t>/ (vn Liu .it) ,,, i, i .. 

..pproach ij ii.e Targttteil r^i iplm i., it Tax^""!.*!!! -/hici i.: ui. a n\A, •! 
the relative cuat to firm.i of hiriii^ t jonomiijali) disanvau ittijcii o ith a.i i 
groups with employment -us blems 

The d.->i:tc;*i.iinnt i>f the J )tential ^rfl 1 11.1*1/ t i. u ,. il. ^ i .. ii-, 

• »icnt >ntes uiiA lite ^>»*^ n ,11 uneim>l ymenl oiisafitcnl \iH\, r. bCCciti fltin 
inflation i» quit : aChilar to Wi^ 'aiit lysis oi ^he fleets .>f l'rf£) fhei i; are special 
pi ogramuu tic pi.jhleinii Vaj^o subbiiilea. iii-m.'« »vill ttttci. to receive the 
subsidy tur »li.in|K what Mey ..uultl have dont- wTT.houl ti o aubn. d, ( joat Aa l./cal 
governi.x'iiia v/ilP.»tLcn»tJrto nire ih ■ *na.r p^c -i*- tht'V w ,i.Kl hax iii.cd v\itiufui 
the PSE ^^ia,»Lfl) To the e.N.ont. h *^»-vn ihiL the .«ul)4iidy ir, tig htly .at^rt,. ! 
toWAi<l L.boi f».r( ^i;,.Ups cliMiac^ iicc^l i»y . mhl it'lull\r, w agi. i,. it c.a ivdtu.j 
ove/all uncni|^tlu)iu(ent tn fli>inc- c.\Liiii 

. . lilii, 1 litb |,i 

..\ ...uaLs V h.> ha c >lip(,, ti ) I. , . . I . 

. li-i mlc fj vpa uLl, », fui ( li, . - I i , a .. . , , . u., I 
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aid Manpower .Development and l^'aining Act, and in^Y 1978 approximately 
350LOOO sehacfi years 5f institutional training were provided under CETA at a 
iwmtary cost of $1.4^11ion. 
Toe likelv impact oT t^iese training programs on the structure of unemployment 
. and the vaw» of the overall unemployment rate confident with non-accelerating 
inflation are jmbject to many of the same anal)>^ical issues associated with the im- 
pact of direct Job creation measures. If the programs are targeted toward, persons 
who would ouierwise spend their lives in labor markets chin-ac^rked by rigid 
wages and severe involuntary unemployment even in peak pem ods, they c/tn have 
a large imp^act on unemployment — as, ixuleed, can c|irect job creation measures. 

Traixjing pjrograms — to the extent that jthey Bflfectively increase thtfi skiUa of 
participants in them — can also have an impact on unemployment eventf the 
^eleva^^ labor' markets are characterised; by complete flexibility in the sens^that 
I have uiged that term. Table 2 shows the relation between unemployment rates 
and educatii^nal levels by age for the four sex/racef groups in 19707 Assuming 
the effect of »ne service year of trainin'g has the same impact on unemploya 
incidence as one additional year of educal^on (this assumption /^fl.n arbitradlj 
made more optimistic or pessimistic), the cumulative impact 6f a perpiat 
expansion of training programs on the overall unemployment rate] consistent ' 
non-accelerating^inflation can be calculated. 
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Souice: U.S. Census, 1970. 



tiunal crainiUii prograiiid hy l,000,\KKf /ice years .i:i)uiUd . VtnAc 3. Thia 
calculation also iiaduiues thai the progiams are targete,! ttu dan. \ uay th^'v were 
in 1977. The budgetary cost of such an expaiiaion would b.^ ttbv>a $4 billu a (in 
1979 dollars). It is cleat froia %he h^^uM in the right-hand coluiiiu ox tlie ti./»le 
that — barted oa theae assuiuptiou:* very httlc reductiou in ti>c oveiuil uneu.ploy- 
nient rate coiusisteut with noa accfcleratiajj inflation ct.uH in. t;\pcj;ted fum a 
quadjiipliiig of the scale of aidtitutiou^ trai^.ing progtuina 
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It could be argued that these c/jlcuktipna ftre much too pessimistic (or, indeed, 
that they are to optimistic). But even if pne were to assume that the programs were 
three times as effective in reducing unemployment as my set oi assumptions 
asilume, the impact of such an expansion on the unemployrtient i*ate would still 
b6 very small throughout the 1980%. ' ' 

A qualification, — It should be stressed that the reducti(Jh in the liifetime un- 
femp!oyment of participants in'these programs is only'a side e^ect of the major 
impact of training programs. Thftir primary benefit is the increase in future earn- 
ings of participants while on the j-ob, which is in turn reflected by an increase in 
the average productivity and GNP of the economy. 

III. Concliiaitmt ' CT 
* For the reasons discussed above, I am not optimistic about, the'prospects for 
our conventional employment and training programs having a significant' impact 
on the structuj^e of imemtployment^or on the Overall unemployment rate consis* 
with non-accelerating inflation. An acro^-the-board doubling of budget 
resources for employment and training programs might lower the potential ov< 
unempjoyment rate in five years by two or three tenths of a percentage poii ^ 
the expansion of these programs were efficiently managed. But it is unrealis ; 
to expect miracleaof these programs. 

There? is un adiititmal complication oii. the ty($?izon thut hu« very ocrious n • 
plications concen/unK the questiun of the likely cuurse of the structure of uneitt< 
ployment rat^j&d for larmr market policy iu general. That is the dramatic spurc 
of immigration uf low-dkille^labor into the U.S. from Mexipo and tjther Latin 
American couiitries. There tTuo qde^tion but that this influx hf© lowered the 
relative earnings uf K>w-8killed wockci-^ in the U.S. and it may be resjjonsible fur 
inuchfif the incn;ase iu the r6lativtAune»nplovmeiit rates of minorities. 

The degrte to vvhioh the govenuiibnl would be able'to luw«r the rate ot iUtijal 
immigration int*, this taunCry is apparently subject to quifstiun. Whether or no^t 
we should try U) limit immigratiun is a pdlitioal question involving several diverse 
considerations. However, there are enom/uus differences in the wage rates for low- 
skilled workers in the U S. aud the source cuuntries, and population pressuVea 
will continue to increase iti Latm miericu. Thus, the immigration we "have 
experienced thus far (perhaps 5 milTion persona engaged in labui^iarkei activity) 
may be small cumpaiad to tne influx that will occur during the reat of thib century. 

If immigration uf low-skilled p^ons dues occur on such' a large scale, ft will 
Improve the labor market status of persons with relatively high skills and'luwer 
the stat«8 of those in the domestic population without adequate training, and the 
magnitudes of tht ae changes could be very laige. The role of labor market policy 
in this circumstance, it seema tu me, should be to mitigate the impact of a deteri- 
orating labor market on th<uje sttgments of the domestic population who have not 
gained access to higher akilled jobs through the normal training system. 

Put differently, the immigration factor suggests that we will be fortnuatc If 
labor market pcogrftins can keep tljr level of structural unempUyment (and, mci'e 
importantly, underemployment) from getting much worse in,' the next decade. 

Represeuintive MacHKii I have got to go back to square 1 I 
fiuess what f really oeed is yu<.»- Jefinition of structural tinfoniploynieiii, 
from both i>f you ^entleauMi I have seve/al working definitious, but T 
raise the ,(iiestioa be<-ftu:ie In my uiiud I don't tliink the piesent 
unen4f)loyment rat,, of 5 8 per. ent leflecto ijimctuial uucmpl./^'ment. 
I think that is ivuac (./cli«al unon.plovrfKtat than sti uctural, and in 
order to gel at that I wooKl like to gel your ilefinition. first, ,,f what 
i.'s strurtural lu.iiiiiploV inei»l 

Ml N'ichoU bhiin Afr J,>1 .ooi. 

Mi Ni 

Rt»j»re:»c;iiLtttl ^ ) BhoW ^ V\ ; nu? i . i . i ^ i . 1.. • , 

Mr NuMoic. ( /K 'l'l.a( ia ; <MMi 

\.-> 1 c^a^l I ( iiiulv tilt; i 1 1 ( ui .« 1 1 . 1 1 > J . ■ < . I . . I . • 

lo. lie nil liiiked i|> («>}.:<'l li.-„ 1 >f/ d \,A A k |t(i:iJ i>l- I i 1 I 

^ lulr ' »>i'kt^i rtiul sa ou mo I tu* il.y u iiM^li»/Cil " 

^ , 1 ilu i cl il irt |)<«a.jit>h in ■ »il I ipl(5 to f n iL; lAio lal>./i . . I 

( >(.;ii- (hat 1 ta, >c at the top »f i ht; la.ldu] hi.vc u> tti u«^t«ii | } 

1 1. 1 till o at tlio b >tt OLn .h> 1 u \ o ai n^tiii il ^>l<,oK ai& 



I thmk^it is very difficult, however, to agree where to draw the line. 
Do I say someone linemplpyed 15 weeks or 14Ji weeks? There is 
surely^ a lot a difference between an employee imemployed weeks 
and one u^mployed 30 weeks and one unenSployed 2 weeks. 

Arbitrary classifications have to be made, essentially arbitrary 
decisions about what we will defifte as structural imemployment. That 
makes it very difficult to come up with the uniform agreement on the 
decisions among the experts who analyze these data. 

The structural characteristics themselves are impossible to measure 
without error. We can talk about people, for example, without a high 
school education. That is a labor force category that has a ff»»«''>^ 
higher unemnloyment rate than the other, but what is mean! 
high school education? It means very different thjpgs for very diffe 
•individuals. . Numbers of years of schooling mean different th 
directed toward differoat occupations. 

If I had to pick a working clefinitioa, I would go with the 15 wi 
of unempteyment. 1 think that is a useful way of getting at the pe\ 
who are* severely unentployed. 

One thing wrone with that ia'that it ignores loU, of people \ 
pass in and out of the labor force, and doii't look for work because tl 
don't think the jobs aie there. What we call di^ouraged workeia , 
. in a seitie e\;en woiise off than the workers wlio are unemploye<l I t 
Weeks and are not siUisfieil, b^ definition. I have no single definition 
that I think would be appropriate, but if I had to pick one, I would go 
with the 15 weeks. 

Representative Mixcat^ii. Mr. JoLuaou. 

Mr. Johnson. L don't ha\fe any precise definition of structural 
unemployment, but iny view of structural unemployment is rather 
more technical. It seema to nie that unemployed persons are struc- 
turally unemployed if they are in labor maikets whose wage rates are 
characterised by rigidity. 

Thus, increases on the reie/unt supply of persona in that labor 
market will not increase the total employment oi persons in that labor 
market. Increases in demand will increase the total employment of 
persons in the labor market. 

Representative Mitchell. Well, 1 guess I have to confess to some 
discomfort How in the world are we going to tackle the problem of 
structural unemployment if we cannot define it? 

Mr. Nichols, I am not at all sure that I would want to defiuc it in 
terms of nUmber of weeks out of work. I am not attempting to deu- 
recate anything that either of you gentleman has said, but I think 
this IS one of the major problema as to wh^^ the Oougresa a^nd the 
administraii(Mt*have not acted in a .uore forthnght fashion in tackling 
structural unemploymelit. We simply don't know what it is and we 
look to yon to define it for us Obviously, once it is defined, then \ve 
have to identify where il is and how long it has been there anil what we 
ought to be doing about it 

Nevertheless, despite my di.M i .^ul. the h.. k .a .l.,n..iu i 
would like to raise one mo.e qjieatioa Aud chen 1 will yield lo i» / 
colleague. ' 

There is u hi.id lh.>u^ht wLl<.h aa^ o iLut stA..oUiiul jai^>l».) > L 

i..i>grams fi,hv)uld dtpead upon some kind of liiggcr mechanism. tiacU 
as a certaUi percentage of uneiapLo^/nient as oompaiotl to the uaUonal 
av^iage. anj when thut i>ercentage is rtaohctl^ it iiht,nhi tiiggoi tiie 
start of ..onie programs. 




I am npt at all sure I would agree with that, and I would lik^to hear 
your comments before I tell you I would not agree with it. ^ ^ 

Mr. Johnson and Mr. Nichols, do you favor a* trigger mechanism 
for implemeiiting or kicking off programs that deal with unem- ^ * 
ployment? ^ * • . 

Mr. Johnson. Not tif deaJ with structural unemployment. Struc- 
tural unemployment "almost by definition will linger through the best 
parts of the business cycle as well as the worst. There is a very- major 
, additional; problem that, if you gear' your structural efforts to the 
aggregate unemployment rate, when the unemployment rate goes up, a 
fraction of the. unenipjoyed with good traimng and experience r' " 
^ because they are cyclicaliv^'UiieixjployQd, and it is, I think, a misui 
funds to treat tho^e people a» structurally unemployed. ' " 
"^A^ain, through a uecentralizea manpower system, the people 
*ue berved by CETA tend to be the ones that are educated,* that 
better help Xh^ citiec* dg >sjiat€ver services they want, so I> w< 
fully agree with the motion that th^se programs hot be tr^gereti. 

Mr. NrcHOLS. Well, I think the trigger mechanism is more ap 
priate for combating cycli<?al unemployment,- because its oveiidl 
IS to rodut:e unemployment in tim^s of recession. ()u ihe other hh 
this liaily-Tobin framework let^i ua breSk the unemployment down i. (.) 
two ^roupij on practical giounvla that ^^eta around this qaeation vl 
wlittt bti qctural uaemploymeiit is. 

It asks what can be done with^iuL t»u increase in mflaliou, wLiuh 
^ivea us one answei tat to how low uuemploymeut cqjI go. Then it 
asks how much more can be done with otlier programs. I think the 
practical answer that comes from that aualysia would be of great use 
to us. But what that number really ib ia the number of stmc tux ally 
unemployed people we can at;tually pat to work, given the overafi 
cplistraints on the problem. While that aamber may not include the 
whole group, it ia useful. To be able to know what we can do, I think, 
i^extrQpiely usefid. 

Representative Mii\,uiiii i.. 1 aokeil aloO th^L you t^ominont on 
whether or not the present unemploymeut rat*3, whatever the uatioual 
average is, reflects structural ^ncinploymenL 1 indicated that I did 
not think thdt it does. I think it is primarily cyclical unemployment 
that we measure rather than otiuttural, by the 6.8 or 6 2 percent 
unemployment laie, whatever it id. 

Mr. mcuoi.j. (/ertainly th^ vaiuiu>i» lu . > I'h.. tw 

iiionth or year to year chaiigeaM>/ this une..ipi(>yment .ate, iho chango 
ib due to cyclical unemploymelit, but the lact that it ne/er gets to 
zti'o u.oaiia that it ia pickinjg up SLruci uraily Uiienipuo ^d workera in 
thcle. 

Kepi . li V u 1 * 1. Ww».M 3 t>ti l.tt ui.l . i<> .Idt 

i . u.eulage of ili< i>rt«:*t:nt aaiioiiAl i.Q6iAj,>loymc.. L raU> i S4ru, tutal 
rii(her thai* t;^ die J? 

Mr. N"U;i.Oio I W.,ul.l o .y \ M * u . |,.>llil i. 

J ,.ixit ..nd a half ot that jverah .uti. (1 roagu atn* .t irtl j n grami . 

Koi/rostniativj Lkow.^. What tio v<>u met«u l>v u i>t>iiit bo a pi n i 
. .1 a half ? 

Xir NlCiiw» 3 It U.., .ti.,iAii>lw^ ..I i.a^ . ,1 , , .1 ixi \s u., 11 

. a gi, in a noi»ii.daiiuu way, v^'e kuuA i>i »Ldhly n;di.o it a fi.. tL >r 
j.oiiit 10 a point tin J a hair \vith aUuctiu'tJ ^.io^iai 

Rei»re.>eatativA) Bho.k'N vVha( dc you ui3mi 1l»y iL> 

5 8 to 4 3 in 5 a to £> 64? 



'•■ Ml^.'Jb^soKf'I w tiie iwteflnt 6 on average >i 

; tt m Btroctiiyd^- atid l j^^ caU any tfarfi 
of Aid prt^ntimei^ 
ReprAcintataY© 

- Mr* f <W atout minus point 6. We are . 

at the peajt ofc^j^J^lj^ . ^ 

« ^Stopresehtt^ye MlTOHiDLr;^ i to pufsta^e that, because, bcu^d 
oximy'M et a pe^k you 'can still hate 

cycUcal iimfflttj^ Hav#talten tip so much time, and ©on- ^ 

. ^i^i^an Bi^wn^has^me queatlondi I #duld liketo come back to that. 
. Repr^tftti^ Cojxgltflsn^ you won't find . 

njy^uefluons different T^6myou»^ , 

No>v, .I suggested earlier on tfiatyou wert^^ J^^ to help us: Mftybe 
Wte^e here to help ypU, Letf|tae'% questionSig try to 

There, are those, as tou afi# Congressman Mitchell and 1 know, 
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oyi-^isiejy sihca IWft that tend to sust^firitljiose Vho'are unemployed*, 
r ; ^^J woflD^iiy to give you a whole list of those, l)ut .they obviously* 
l^tltid^ fHTOfli^^^^^^^ that a<fe. currently in: tha headMes— social 'V 

^S^curity behefiterfdr widq\ya(;and then- teenage yo&ngsteis who may 

goip§ tK> coue^ge— biit moreVarticularly le t'sE jUst iWt pur discussion 

uiiemplc^aktt ben 

-Now, l>tii^ that suggests something.;to ajsi- to like ^o. 

mit it -into; this frame\yorfc. I have , a inajor truck-manufacturing 
facility in My district; ancl f rom tune ito- tim^ thflr models ditoge," : 
* due to Fjftcpt" reetdatioBs and this leads. to 'a; layoff pf people. Albt 
of those* engines* nave ta be redone, reen^eered, and so forth-^ 
that is:* a little help frotii ti^ie" Federal 'Xlbvermnent* to creatie- un- ' 

; The people who work' on the line get their unemployment benefits, 
their pupplemental^^lI^(Bmploy^^ent^ benefits, and for the ffrtt few < 
weeks, at least, may decide to take off for Florida to go fishiog if it 
iS;jj;\-the winter, or if it is in ihe summer they go back and h^ the 
old'man on the farm, and in eXcliange for iiiat^nd of help piA: up 
a side of beef or somjB thing else "that thei farmer diBcides is a fcind of 
compensation for that assistance. But; they are still un^mplc^ed, 
Mid the statistic is very easy to ^t because they, arie listed on the / .' ' 
unemploymtot rolls becaiise they are getting unemployment benefits. 
. No\v,-^at guy is unempjayeii. But structtiralfy unemployed? I\ 
think not. He has gfdt :a job waitifig for him as soon as that situation 
m the factory improves^ w&ethef it is a marketing factor or something 
that is caused by Uncle Sfim. . 
y Congresismai\ MitcheO asked how accurate is the unemployment 
.data. J would suggest that rt becomes mlioh less accurate ^hen you 
get in^o the tfufy structuraiMy unen^plbyed That teenager at 18, 
though, has got the de(»i^iQn b$ to w;S»iher he becomes ^T^reet dude 
or actually gOes to the unemplpyment office afid applies for a job. 
He cannot. apply for tmetfaploymcQt* compensation, and he prbbably 
does not havtf enough conndctt^ce and maybe not enough knowledge 

f . - • 
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of the ffysjem to go and apply.;fej^|^ U.S. Employi^nt Swyicrfor the 
S.tate Employment Service to get ia job. v ^ 

Now, I would B« that he more uDemployed, if you will, than the 
^^ellow who is laid offirom tiie^ti^uck plaiM^iMlt^ W*^^^ ^ 8o down to this 
Y^ace in Florida and gp fishinff for 3 weelfa^jj-f 
A^^^ [ So Svhat I am getting at is tnis. WouI^V^ii assess for me the impact- 
of unemployment Benefits in .creajting - unemployment but also in 
giving iis a reading of the stnicturally unemployed, somebodv vrho is 
arawmg unemployment benefits who, I submit, may; nofe> be quite 
dtrticturally unemployed? Do you want to comment on that? 

Mr. Johnson. I \vould agree with that, 'he may not be. That person 
■ ^drawing unempjovment benefits may be a member of the induced 
unemployed but the system of transfer payjnents has made it possible 
• for him or her to take* a vacation or work somewhere else legafly so to 
apeak. 

I think- that that is one of the major reasons. 

.There are many papers, studies, of this problem, and there is a very 
wide range of estunates, most of which are not terribly reliable, about 
the impgict of the changes in the transfer programs that have taken 
place in the last two decades gn the unemployment rate consistent 
with nonaccelerating inftation.^J^ 

It may be very large. It may be that thi^ factor, unemployment 
compensation, is part of it. It may be one of the reasons why, at the 
peak of the business cycle now, we have sueh a high unemplo3rment 
rate compared with what thinp were even 5 or 6 or 10 years ago. 

• So^-jfgttarge part, I agree with you, but there we don't Imow as much 
about thSs as we shoukl in order to make definitive statements.^^ 

Representative Brown. Mr. Nichols. ^^""^ 

Mr. Nichols. I would certainly agree that the worker in a temporary 
^ layoff from, presumably a good job in the manufacturing sector does 
not have the structurally unemployeil problems. He is collecting his 
unemployii^ent insurance. However, the unemployment rate should 
tell us how well the economy is providing empfojrment opportunities 
for workers and since this worker is not being served, it is appro- 
priate that he be counted. 

Presumably, .if he has unemplojrment compensation, he is less a 
socfial problem than the worker who goes do\vn and applies for a public 
service job and cannot qualify for unemplojrment compensation. 
Clearly the second worker is much more bf a social problem. 

It is, of course, the purpose of unemployment insurance to supple- 
ment people's income during temporary layoffs. We knew when adopt- 
ing that law and when making the law, it is going to take the heat off 
the workers and not force them to go out and search for jobs. It may be 
a characteristic we don't like, but I think we are aware of that when^ 
we adopt such a system. The benefit of the system outweighs t^hat 
problem. 

Representative Brown. I am not knocking the system; I am trying 
- to determine whAt structural unemployment is, and maybe we 
should call it socially unemployed, because I want to reverse now the 
situation. I cannot describe in detail but, let's assume he dropped 
out of achool at age 13, and he has been identified as a juvenile 
deliquent; he has no training, he has an unemployed mother and 
father; he has no capacity to understand what unemplojnoaent is, 
and so f ortt. 



;^That, it seems to me, is the kind of person that is not a very ho^t 
€6mmodity on the job market. 

Now, leVs go to the other end of the scale and that is the impact 
of government on imemployment, such as the terminiitiott of Boemg's 
employment in the laupersonic transport. There were, a lot of iine 
enmneers out there who were working on that SST who, all of a 
sudden, increased very radically tfife^toiemployment rate in Seattle. 
The guy has got his graduate dogreeHn engineering. He may be in 
Seattle imemployed lone, enough that he has run out of nij3 un- 
emplojrment benefits and has to live off his savings arid ho^ to>take 
a loan on the, house that he may have^ paid the mortgage off on. Is 
he structurally imemployed? / 

Mr. Nichols. You .imply he is less a social problem -than the 
person with no knowledge of the world of work, ana I certainly agree, 
but there is a ptructrual element to this person's .unemployment in . 
the fact that it is extremely difficult for him to* find ifork where he 
lives. 

Representative Brown. And don't miss the point that he has 
exhausted his unemployment compensation now. 

Mr. Nichols. Yes; he is a problem. If nationwide there were a 
surplus of this kind of engineer, I would say we would need some sort 
of retraining, because here is a capable worker that the Nation 
should not waste, and some wav should be foimd to make use of him. 

Representative Brown. Well, I merely raise these points to suggest 
that there are two elements in structural imemployment, bofli of 
which focus to one measure of structural unemployment. One is 
what I would call socially imemployed, that is, my street dude, or it ' 
ijiight even be that 40-year-old housewife who is very good at dishes, 
diapers, dusting^you know, the three bigD's— but does not have any 
skin that she can now peddle on the market to get a good job. She 
is in the same situation to some extent as the street dude. 

That is social unemployment, it seems to me, but it seems to me 
also that , the guy at Boemg-'who is the en^eer, if the coimtry has 
decided that we are. not going to have a lot of jobs for engineers, and ^ 
if , he is located in a place where that job is not ayailable for the sMU 
he has, then he faces some degree of stnictural • imemployment. 
That person is also structurally unemployed. So would not the good 
measure of structural unemployment be whether or not the unem- 
ployed person now can qualify for unemployment benefits? 

Isn't therefore,, your 15-week determination perhleips a little too 
arbitrary, and >ve should say the structurally unemployed are those 
who cannot qualify for the benefits? 

Mr. Nichols. That would be a good measure of unemployment as a 
social problem certainly, wliich is one. of the purposes of the rating. 
It should also serve its purpose, I think, as a measure of the labor 
market tightness for purposes of macro, policies. 
* Representative Brown. I would only conclude with this thought. 
I have overrun my time, too. Congressman Mitchell, but let me just 
say that is not to suggest tliat we don't give a hoot about the guy who 
is on the 8th month of a 9-month av^ilablity of unemployment bene-- 
fits, because in another month he will be structurally unemployed, Ke 
has run out of his benefits. It seems to me that ihe first priority of 
attacking the problem of structural unemployment ought to be in the 
area of those people who are not served by the systeih— the system 
of bene^ts to aid the imemployed. 
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Thwk yoq, Congressmaa Mitchell."^-^ 
Representative MiTCHBLL.^Thankvou. 

Juflt one brief comment which dcpgressman Brown's comments 
^ cause -me to make. Thtoe^are at leaw^three elements in structural 
.mieii^lojrmenty it seems to me. No. 1, what does the guy or gal have 
to. offer in terms of meeting the requii^iEients of the manpower 
market? What skills do they possess? 

No. 2, what are the requu-ements of the manpower market? < 

No. 3, it would seem to me, is whether or not any person, male or 
female^ has a finite unemployment level. 

I think, if we try to approach it in terms of -those three variables, 
we begin to move away from the 15-week period of unemployment. 
We ittovo away from a whole lot of extraneous things to three rather 
fun4%Di<Bntal things in attempting to define structurally unemployed. 

A s^th-^ade education, a nonfarm situation, an urban aweller. 
It may well be that that is an illustration of the first part of the fir&t 
variable. What are we lot)kin^ for in the urban situation? Engineers? 
Welders? Obviously that would be the second part. 

I merely throw that out to you because I just feel uncomfortable 
■pPin attempting to work with the Congress in addressing this problem 
JP unless we know how to-define it. . 

Gentlemen, thank you. very much. ' 

I luive a number of other questions, and I am sure Congressman 
Brown does, too. I don't know what time constraints you ai^ working 
uncter. However, I \Vould prefer that you stay, because there are many, 
many more questions to be raised. 
. Thank you very much, gentlemen. 

Representative Brown. And some more to b^directed t63, maybe. 

Representative Mitchei*l. Out next witness is Michael L. Wachter, 
professor of economics at the University of Pennsylvania, on the 
faculty since IQeo*, and now serving as an advlse^ to the Minimum 
Wag:e Study Commission, anXL.Jvho hais had numerous consultant 
7)ositions, including the Council of Economic Advisers, and the 
National Bureau ot Eponomic Research. ^ 

May I introduce nO\y our fourth witness at the same>time, and they: 
can M right into their -testimony. 

The fourth witness is Mr. Charles C. Holt, director of the Bureau 
of Businesar Research and professor of management from the Univer- 
. sity of TSxas in Austin. . >^ 

Gentlemen, welcome to both of you. We are delighted that you ' 
could join \is, and we await your testimony. You may either present 
your entire prepared statements or extract irom them. 

STATEMjaJT OF MICHAEL t. WACHTEK, PEOFESSOR OP ECONOMICS, 

TwiVEiisiTY OP PEmsrsyivAiriA 

Mr. Wachter. Thank you for the opportunity to testify this 
morning. 

What I would like to do is depart frofn my prepared statement to 
deal wtth some of the questions yOu asked of tne previous witnesses. 
This will orient my comments in the directions of greatest interest to 
the^committee. 

Representative Mitchell. That will be fine. 
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Mr. Wacktbb. Let me suggest ; that my owa^^searoh does imply 
thae we havfe approximately zero cyclic J tmemployment cmrenUy, 
that IS, that *re have fully recov^ed from the 1974--76 recession. 

I thmk that miDUcation has important/ policy impliications and I 
would argue mdeea that one of the problems that we have had over 
the last decade is too much emphasis on cyclical policies and too little 
on structural policies. 

I would argue that one of' the reasons the inflation rate has increased 
from 1 percent to 8 perceit over ^e past 15 y^ars is that we have 
been overheating the ecphTOoy with cyclical pohcies. 

Much of ^ the current CJSpPA program, for example, is a cyclical 
poUcy and does not contain significant structural components. 



1 think that the.issue of where the cyclical unemployment rate is 
should be viewed as a nonpolitical question. It is very, possible to 
argue that the full einployment) unemployment rate is 6 percent and 
then to argue, as a startmg point, that we need to spend more money 
on these structural tiateasures. What it calls for, then, is a drastic 
shift in pohcy aimed at solvmg the manpower problems fromla struc'- 
tural perspective. ' a 

If you look at the programs adopted over the last decade, which 
nave largely been aychcal in nature, we have not succeed^cHn-nar- 
rowing^he unemployment rate differential between whites and minor- 
ities. This lap*^of a success is related to the use of overexpansionary 
monetary, and fScal poUcies. I believe that the answer to the problems 
of high unemployment and large racial unemployment differentials 
involves movmg away from direct job creation and. toward manpower 
trainmg targeted at disadvantaged workers. 

I am also less concerned about increasing unemployment by 
encouragmg those ^vho ar^ut of the labor force to seek work. I think 
that there are many individuals out of the labor force, who want to 
work but don't have adequate skills. We should be very pleased if they 
would ^e on the training programs that the Government should 
provide for these workers. 

That is, we are too concerned about the appearance of a high 
measured unemployment rater because it leads to inappropriate, 
inflationary, overexpansionary monetary and fiscal remedies. Because 
of this we Jeaye many out of the labor force who really should be 
brought into training pro-ams and from training programs either 
mto full-time "Or part-time ]obs. 

Let me move on, -then to my prepared statement:'!l3ij^rapl6yihen1i 
policy concern^ should focus on providing akiH^ tosi^w^wage indi- 
viduals. The mam' shift that is. occurring in the profession; in^deM^ps^^^^^^ 
with cychcal imemployment is to redefine ^thit term sp thaif%;i^^ '> 
some meamnp in terms of tlie inflation rate. * ^ 'J'-00iP^ 

More specifically, what is needed is a measure of unenfeli)MiS^ 
which controls for acts of God and acts of OPEC, which I domW^ 
on the same level. 

Representative Brown. The same impact. 

Mr. Wachter. We want to abstract from those two jforces. We want 
to measure .the level of unemployment that we can reach ^thout 
acceleratmg inflation. 

The evidence that both my liberal and conservative colleagues have 
gathered, as weU as my own work over the last 5 years, indicates that 
that rate is currently in the area of &.5 to 6.2 percent. 

. ■■• 31 • 
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, I thmk there is a fair amount of uncertainty as to what that rate is. 
. which is unfortunate, but I have not seen anyone who has resc^archea 
this problem who has been able to make a strong case for a rate below 
5.5percent today. \ 
That is, anvtning below 5.6 percent today, using purely cyclical 
' policies, would, mean accelerating inflation. * ' 
This is a diflferent definition of cyclical and structural unemploy- 

• ment than the traditional notion because of the important caveat that 
there is a second goal of nonaccelerating inflation, 'fiiat is, o«ir measure 
of the full*employment rate is now.'^compatible with nonaccelerating 
inflation. 

When we reach that levfl of unemployment, approximately 6 per- 
cent, however, it is not a signal to stop spending money on manpower 
programs. Rather^ what is. needed is a policy shift of moneys from 
cyclical programs mto programs to train disadvantaged workers. The 
best pohcy,cfor^the 1970's, however, is one which stresses structuristl 
remedies throughout' the cycle. In general, these policies should not 
be funded on a cyclical basis because the , problem is acyclical. In. 
this context, the planned reductions m'^the CETA program are ill 
timed. Current attempts to strengthen the structural components of 
GETA should- continue wnthout-budgefcary cutbacks. 

I think much of the stnictxmd unempltmnent that we have today 
is in some ways not a problem so much ofjffeemplo^rment as it is of 
low wages. This gets back to the notion that-we are living in a welfare 
society. This is related to Congressman Brown's comment on unem- 
ployment compensation, but I would exteisd that to food stamps, 
public assistance, and so on. My own view is that a wealthy society such 
as ours. can well afford current welfare levels and indeed they should 
be indexed to keep them unchanged in real terms. 

In this context, it is u^ful to define a term \^ich I call the cost of 
bemg unemployed. It is essentially the difference between the market 
wage someone can earn by wdrkmg (more or less full time) and the 
transfer wage that person can get from the Government by not 
working. Individuals w)xo choose not to work and to draw the transfer 
payments, and who could work^ are not li^g at a high level; and they 
are not high spenders ; they are not in the middle class. Rather, they 
are in a disadvantaged category. They are a social problem whether 
they are oiit of the labor force, unemployed, or even worMng part 
time. The problem,^however, is largely caused by low wages and in- 
adequate skills. Unemployment is only, a symptom of the problem. 
^ The feason they spend so much of their time being unemployed is 
^|^;TQfot a lack of jobs but rj^ther because their' wages are so W that the 

• jobs that are available are not attractive. ^ - 

' There are many, many jobs available today at 6 percent unemploy- 
ment, and a lot of these jobs are not attractive jobs and are hot being 
taken. 

What I am suggestino: is that the answer to the problem of unem- 
ployment is to deal with it as a wage problem and not as an unem- 
plimnent problem. 

We have to increase the cost of unemployment. The way to increase 
the cost of being unemployed is to increase the skill levels of .workers, 
so that they can earn a higher wage. 

That is, we have to move away from direct job creation \vhich is 
the heart of the CETA program, and move towarcl manpower training. 
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employment ta^'credita, agi^.so lorth, which will provide an environ- 
ment for workers to gam the training which will lead*to the highw 
wages which will mBJfp.it prohibitively expensive for them to be^ 
imemployed* ' , 

That IS, thejr won't be able to* afford to be poor as^ more. The 
solafaon IS in mcreasing Jbhe skill of workers, not* in increasing the 
number of government, public service jobs.- ^ . ' • 

I am veiy disturbed by the implications tBat are sometimes drawn 
from the Baily-Tobin analvsis. Mv comments, howevfer, are not 
axldressed by my colleague, Mr. Nicho^Is, because he was not drawing 
these mxpLcatipns^ ^ . 

What IS often forgotten in'the Baily-Tobin analysis is the fact that 
when you target CETA programs, that do not provide training but 
simply provide jobs, to decrease the unemployment of some groups, 
this unplies an mcrease in the unemployment of other groups. The 
Humphrey-Hawfchs tvpe of legislation ignores this issue but it is 
clear *f ram the ty^e of analysis of Baily and Tobin as well as others 
who have rigorously ^tudi||. targeted programs. If you utilize targeted 
programs, and maintain a posture that these must be compatible with 
nonacceleratmg inflation, then to increase the employment vt dis- 
advmtaged workers means a decreaseinuthe-emplayment of- toibiiized 
^vorke^s, workers in manufacturing, in mining and construction. • 

Now, there is not a 1-for-Ktradeoff, and this is why you could lower 
the aggregate unemployment rate. Because the structurally unem- 
ployed are at lower wages and a lower skills level, you can hire three 
or four of them and just displace^ one very skilled worker and, in a 
sense, the tightness of the labor market, will remain unchanged.. The 
evidence that I have is that the tradeoff is approximately 4 to 1. 
Targeted programs, without the training component, provide approxi- 
matelv four new jobs to disadvantaged 'workers at the cost of one 
skilled worker's job. 

Some may well say that those programs are desirable and they want' 
to go in that direction to have a more even distribution of imemploy- 
^u^u ^ would suggest that there is /^n^itemative approach 
which does not require the increased unemjflo3rmenN^f a«y particular 
group. 

These kihds of programs stress manpower training. The crucial issue, 
to me, comes down to the following question that I would suggest as a 
policy matter. > 

The CETA program, at its best, provides funding for 1 year, for 
someone wjio is 2p vears old, who diropped out of hi^ school when he 
or she was 16, and has been kicking around the labor market more or 
less unsuccessfully fpr the last 4 year^What is to be gained by pro- 
^viding a job with n6 traitiing, for 1 ^ar, in 1977-78 when the labor 
markets were fairly tight? Unfortunately, even this picture js opti- 
mistic. The average leneth of time these people do spend in the pro- 
gram isjess than 1 year. I think we have to recognize that the problems 
are mucjh more senobs than implied by viewiilg it as a cyclical pohcy 
or a structural problem that will disappear in 1 year. 

It is my view that the full employment-unemployment rate which 
is conipatible with nonaccelerating inflation, provides a framework 
in whicn the problems of disadvantaged ,vouth are more serious than 
would appear in a Keynesian world where unemplo3rment can be 
permanently reduced by^:.^roviding public service jobs. With these 
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latter' polici^Tm efifect, we have* been overheating the economy, 
achieving higher inflation rates, but liave made no progress in improv* 
itig the position of tibi8|jm>up. 

* 1 view the current CSTTA program as somewhat of a stc^p in the Heht 
direction in that it is beginning to target funds more toward dis- 
advantaged workers than they were do'mg before. ^ 

Unfortunately, the CEJA program today still suffers from a lack- 
of clarity on goals: it does not t&e a standi on whether full employ- 
ment is compatible with nonaccelerating inflation. In addition, it 
contains l^hriBe goals that compete for funds: countercyclical job crea- 
tion, help to hard-pressed cities, and help to disadvantaged workers. 
These three components of th6 CETA program should be split apart 
inta separate jftograma. ^ 

The first, cOuntercvclical job creation, should be dropped entirely 
because it has pro^aoly been counterproductive; If you look iat the 
history of direct job creation over the last decade, you wifl find that 
it tends to be contracyclical; that is, it reinforces the cyclq. 

At the time CETA was creating jobs, the economy was well into the 
recovery; and once again in 1978, the economy is slowing as^CETA is 
. cutting back on jobs. 

I am not going to comment on the issue of the cities, because that is 
well beyond t|w scope of this hearing. 

The third oT the CETA goals is manpower training. Most of the 
funds should be moved from job creation to training programs. 

• I think that although our record with training programs is mixed, 
that does not mean that we should give up on them. In fact, we have 
not tried very hard so we should not be so dep^ssed to begin with. 
Most so-<3alled training programs "have provided little training. 

Second, we have lean^ed some things from these programs in the 
past and we can benefit Jfrom those experience^. For example, most of 
the training should be done in the^ private sector and not in the public 
sector. i| 

From speaking with business executives, it is clear that a number 
would be interested in providing manpower training. This would be 
performeil by a special unit o^the firm and f<5r a profit. Manpower 
problems are too serious to beVeft to the social consciousness of in- 
dividual groups. \ ' 

If you are trying to create Si^nsferrable jobs for private-sector 
work, who is better to do the training than the private sector? \ 

I think that by and larfce the CETA effort should be shifted drama- 
tically toward providing incentives for training in the private sector. 

Second, "^1 think the new jobs tax credit that was passed last year 
was by and large successful. The current program, hopefully, will 
also be succe^ful. The tendency to change programs eveir year makes 
it ttlmost impossible to evaluate them thoroughly, but I think that tax 
incentives to employ disadvantaged workers seems to have promise. 

So, I think that we do have a menu of choices, but it is a menu which 
excludes many of the popular programs of the past decade. If we 
choose policies from this new set, 1 believe that the economy could, 
over time, reduce substantially the unemployment rate compatible 
with nonaccelerating inflation. 

Thank you. ' * * ' 



' ^:igpresei^t^ UvrcnZLU Kiank you' That is provocative. Cir- 
1»gy. ybu We wid w^^^ .1 think I wWd take serious 

MWrwith, and I hope I will get the opportunity to do so 
ITfie spared statement of Mr. Wachtfer follow^:] 

Prepared Statement or Michael L, Wachtbb 
irnemphyment Policies To Reduce I nfialion 
This paper anAlyaes three afipeots of the unemployment problem. The first 
n^'rtT& unemployment. Is cycUcS iSloy^tVimportL^ 

part oftoday's problem? The secpnd is the level of the sustamable unSn^SvmeSt 

today? The third^haa to do with policy options: What are the tises and nSsiiefl 
of monetary and fiscal pojicija in t'he cmrent economic enviromne^? Wha?^^ 
of structural. supply side policies would reduce the unemployment mte withS^ 
creaUngup#ard pressure on the inflation rate? "^^^f^F'^ymeni raw witnout 

I. CYCLICAL UNEMFLOTMENT 

As I have argued ele^where, the current unemplovment rate And IPvpFnf pvo 
' r^X!^"^' 1 Stat« ha. fully tecoveWom Jhe%W4ir5 Lc^iSf 

Tlie high level of unemployment which persistfl in our economy ia approxi^telv ' 
f^«'^,^ that unemployment mte which can "be maintained without LStin^ 

;S.SyS'^lte°o^^^^^^ 

A, A description the equilibrium Unemployment 

o«T^^n^"^^'?^/u*^ °^ unemployment, which I estimate to be between Ss" 
and 6.0 percent, IS the owest unemployment rate that monetary aAd fiscal nolicv 
can achieve without rekindling inflation. At that level, the poSl of joHeS^ 
heavily unbalanced towards unskilled worker. The unfemplovment rate of skSed 
workers (broadl/ defined) is commensurate wfth our notion of fricUonal u^m 

T^^r^f^r^^y overall e^ansion pf labor market demLd?s infla^^^^^ 
bemuse it increases the demand for skillfed^^orkers and capital and thfsse inpute 
are not avaJable at current money wage and price levels. »iipui« 

B. Uncertainty in- measuring the equilibrium unernpiqyment rate. 

One of the major problems in the anti-ijIfiation^atUe is that the aDDrooriate 
Zfc°''^fi"''f stabilisation poHcy S tmknown How fS?X^t^^ 

monetary and ^cal authorities push down the unemployment rate without causing 
acceleratinK inflation? In the ToGO's-it was *.roiioS fto* „w.o"!rT':„ 




,j i: T . " "-"-"o ^wuuiiiy. auai propiem stm exists, but I 

would amje that it is small compared with the isSues Raised by the Ccerta^ntv 
S,«nV^^tr7'.?^'*'' «.uf enable unemployment rate. My equiU^SL Sff 
ment rate of 5.'5 percent is a pomt estimate with a large standard ^leviatidn 'I^P 
unemployment constraint could easily be over 6 percent '"""""^°'*'«^a"on- 

Rgure 1 presents tWQ Mtiihates of U*. The first denoted U*„ attemots to 
capture the demographic shifts in the labor market; that isVthe coming 6^Iab^? 
onje age of the baby boom cohort and the associated increases in female nar^ 
cK:.?/?'r- ^r*"" V i construct also attempts to measure theTmS of'^he 
changing relative fevel of government transfer programs. As intlicat^"that rate 
increased from- 4.0 percent in the mid-igSO's to 5.5 percent tod^ 
nni; P';°'"eni with U*, as a measure of full-employment is that it only takes 
account of changing Ifbor market factors. NumeroGs' other variables, including 
sud, diveise elements is the slowdo.»-n in the trend ratp of growK preduSf 
ana changes in the terms of trade, could also affect the equilibrium «plo5mint 

An alternative method of calculating U* is simply to analv^e the inflation data 
over the postwar business cycles, to find the unemployment rates (in *»fchieribd) 
which correspond to .stable inflation rates. Statistically, this can be done br in- 
t^^^ P"** «J"a"°" 'he rate of wage or price change wual 

to zero. The V* senM which results from using this technique is denoted U*, and is 
shown m figure K The U«, series is 4iigher than U*. throughout the pit two 
decades. For the fourth quarter of 1967, U*, is equal to 6.3 percent 
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^Mttuty 1979..' 




Another indication thatU* may be above 5.5 percent is the shifting relationship 
between capacity utilization and the luiemplovment rate. It appears that for any 
given unemployment rate*today, capacity utilization is much higher than it was 
in the IQGO'b. Whereas the availability of labor was the constraining factor in 
the 1960*8, the availability of capital is the constraining factor idday. uiflation in 
the' Wharton model tends to accelerate when capacity utilization is around 93 
percent. In the current Whj^on forecast, capacity utilikatioii ill 1979 will be just 
above 93 pment and xmemployment will oe approziinately 6.2 percent, lliat 
is, we mil reach the inflation point on the capacity utilization rate when ^he 
unemployment rate is stUl 6.2 percent. I, am not claiming that C.2 percent is the 
nyr eq^xilibrium rate of unemployment* But the capacity numbers are a source 
ofconcem and they cause me ta wonder whether the 5.5 perceiit figure that re- 
sults from the demographic adjustment may be too optimistic. 

C. Implicationa , 

. The government's own unemployment rate target is below the 5.5 percent 
figure. Ui the late 1960'b the government target was 4 per^t aild U'*'i was' ap- 
proximately 4.9 percent. By the mid-1970'8, when the ~|^emment . target was 
Uf ted to 4«9 percent;^ U*i had increase to 5.6 percent. This can helf^ ^utin the 
increase In the inflation rate, from an average en 1.5 percent in the e&rly IDdO^s to 
approximately 8 percent tooay . " ' \ ■ 

The "full-employment "'budget 8ur|>lus is seriously overstated by ^culating 
that figuie on tne. basis of s^A or eVen 5 percent eqidIib.nium br'fuU-^ploy^ 
unemployment rate. The result is a tendenjsy to believe that 'fiscal pohcv is more 
restrictive than actuaUy js the pase. For example, using a 4.9 percent full-employ- 
ment rate, the Congressional Bud^t Office calculates a full-employment surplus 
of - 10.3 billion ina977, - 11.2 billion in V978, and + 1.5 billion in 1979. Replacing 
a 4.9 percent with 5.5 percent target would change the projected full-emplovinent 
surplus to a significant deceit for 1^79 and would increase the size of tl^e defidts 
for 1977-78, 

A commitment to fighting inflation suggests that the government avoid using 
monetary and fiscal poCcy to push the unenu)lo3anent rate below 6 percent. Given 
the uncertainty over the specific level of U*^ pplig^r makers must choose between 
taking the risks of overheating the economy vs. operating with additional sla^k. 
A poEtiy to reduce the inflation rate implies shifting the unemployment rate 
target toward the^high end of the U* range. Such a policy, however, does not 
require a recession. Slow real GNP growth of approximately 2.5 percent would 
raise the unemployment rate to the new target. Thereafter, real GNP growth of 
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Wroxinmtely 2.5to 3.0 could be remiDjeA A policy of slowly reducing the full- 
S^i'te^ti,''"?-^ ""T?'"? should reduce the inflation rate without a recession 
and reducethe high cycLcal unemployment rates that accompany a recession. 

raW target, however, is only the target for niohe- 
r^^^ ^.P*^"^ «oal ahoufd be to achieve a lower unemployment 
rate and a faster GNP p-owth rat^ by adopting structural measures aimed at 
T^^^ **** *"P,5'Vir ^^'^ capital marlcets. These policies dis- 

cussed below, would shift th^deral tax and expenditure policie/to favor invest- 
ment in humart and physical capital rather- than direct job creation and 
oonau^ption. One important example of this approach would be a -major redi- 
rection of funds from pubbc service jobs to mafipower training in the private 

II» STRUCTURAL UNBUPLOTMBNT 

A. 'The characteristics of the uner^ployed pool, at full employmerU 

The characteristics of the unemployment pool are illustrated in Table 1 throueh 
' t^^. *r * four quarters ending^ with 1978:3, a period when the 
ecortbmy was close to but slightly above, its eq\iiUbrium Wei ofunemplovment 
of ^ alTcf J rates for the 14 age-sex groups used by tfie Bureau 

Lh^^'^i'^^^'M.'?.^^^ ^^""^ Table 1. Those rat^ Ufustrate that both the 
actual and e<4uiLbnum unemployment rates are highest for the young woike^ 
Indeed approximately 60 percent of the total unemployment is accounted for 
by workere m the 16 to 24 age groups. Table 2 shows tlie tendency for unemploy- 
njen^_^t„^^to be highest among lower ^kiUed workers, Specificallv, it shows the 
mismAtch between tie employment and unemployment pools when the economy 

wrfrlllf ^^"^ 2L^^^^ o(icupational categoiies, servke' 

woilcers nonfarm laborers, affid opWatives account for 50 percent of th^ unem! 
pioyment. On /he other handp* these three categories include only 30 nercent of 
t^io%Pj°^'"'^"^P^^^ ^ indicates that layoffs, the cause yunem^plovnient 

typically associated with recessions and inadequate demand, composed onlV 115 
percent of the unemplovment pool. Unemployment spell?, initiated bv voluntary 

^^Z^L^^ffT^'^Ti ^"^""'^^ Reentrants and new entrants) accountea for almosl 
oO percent of the total unem ploy meiU: - . "mu.^ 

TABLE l.-ACTUAL ANO^EQUIUBRIUM UNEMPLOYMENT RATES BY AGE ANO SEX 



Group 



Av9rage t Equilibrium or 
1977:4-1978:3 ^^U^ rate, 1977 



MaJe: 

16 to 19 

20 to 24 

25 to 34 

35 to44 

45 to 54 

55 to 64 

65 plus 

Femaie; 

16 to 19 

20 to 24.. . 

25 to 34 . 

35 to 44 

45^to54 

55 to 64...^ 

65 plus..- 

' . • « 0^ 
Total 16 plus.. 



15.6 
9.3 
4.5 
2.9 
2.8 
3.0 
4.7 

17.3 
10.5 
7.0' 
5.2 
4.3 
3.5 
4.2 



15.2 
7.9 
3.6 
2.5 
2.5 
2.8 
3.6 

16.6 
8.9 
6.2 
4.6 
3.7v 

3.r ' 



6.2 



•5.5' 



TABLE 2.-0CCUPAT1QNAL EMPLOYMENT AND UNEMPLOYMENjT POOLS, 1977:4-1978:3 



Occupatton 



Percent 
unemptoyed 



^ Percent 
employed 



Professtonai. technical . 
Man/administrative. _ . 
Salw. 

Clerical..... 

Cralt'Mndred 

Operatives 

Transpor^iWratives . . 
Nonfarm uoorers 

Service workers 

Farmworkers * 



7.2 
4.2 
5.0 
17.0 
11.5 

Id. 4 

3.7 
10.8 
20.0 

2.2 



15.1 
10.7 
6.3 
17.9 
13.1 
11.5 
2.8 
5.0 
13.6 
• ■"3.0 



TotaJ. 



loao^ 



loao 



Source: Employment and Earnincs« various issues 1978, 
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(thbufandt) 
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To Biunmarisje, when the economy is dose to its equilibrium level of 5.5 to 6 
'l^ercept^ the unanployment pool has a number of iznporUuat characterises. The 
; mat bulk of the unemployed are yoyng workers . 16 to 24 and workers with. low 

• skill levels. In addition, these workers are unemplb^d largely because of actions 

• tnat they have initiated. Only a smal! minority of workers to* on lay-off status 
'Which is the type cl unemplo3rment normally' associated with cyclical fluctuations. 

" Moreover, there are few prime-age sldlled workers in the unemployment pooL 

The nature of the etrvetuTal unemployment problem 
' *The evidence suggests that several factors have been operating since the early 
196()J$ to increase ue equilibrium rate of unempiovment. Of particular importance 

^to the demographic shirt tbwards younger and &male workers. Young workers 
both_^maIe a nd female^ P^^^ incredsing as a perce nta ge o f the labor f orce 

~ W^~]^ect "coni^^ of tHe late"lP^^ For~young inale" 

wOTKers, labor force participation rates have ificreased somewhat, so that the 

< increase in their relative population sise translates directly into an increase in 
their \(e]ative percentage in the labor force. For youn^ female groups, including 
females aged 16 through 34, rapidly increa^g participation rates nave swelled 
the population growth into a dramatic increase in labor force growth. Whereas* 
workers age 16 to 24 formed 16.7 percenl of the Ji*K)r force in 1960, ^hey now 
constitute 25 percent. I estimate that of the increase In the equilibrium unem- 
plojrment rat^ over the past iwo decades, a full percentage poini. is due simply 
to the changing composifion of the labor force. * 

A Istrwe jipcrease in the flow of young workers into a competitive" labor market 
meed not create a structural unemployment problem. Due to the oompositibnial 
'Shift, n* miglit have increased to 5 percent, but it need not4iave gone above that 
ieveL But do labor markets, especially , at the bottom rung of the skill ladder, 
iiave institutional features . which encourage unemployment? Of potential im- 
jportance are the minimum "wage, public assistance, and other transfer programs 
ior the poor. These programs have changed dramatically since the 1960's. 

This country, for example, virtually did not have an operational minimiun wage 
policy between' 1947 and 1967. Mimmum wages were s^t at a constant ratio to 
wages paid elsewhere in the economy. The major industries w^ch hired numerous 
workers at low wages could obtain an exemption from the' minimum wage laws 

, by arguing before Congress that if they were forced to pay the minimum, sig- 
umcant^nnemployment would result. The resujt wis a policy that exempted most 
of .^^ose workers and mdustries who might haxe.beejj affected by the minimum 

' • By 1967i the influx of young^ workers threatened the emplojiment alnd^elative 
^age status of the'older workers in the.low paying secondary inscrkets. ^nfgj^ ' 
responded by extending minimum wage coverage to those labor markets. The 
minimum wage coverage in 1967 jumped from 39.9 percent to 53.4 perc^ent of 
-civilian emplcorment, and ^t jump largely extended qoverage to low-wage 
workers. There had been some minor increases in coverage before 1967, but 
Increasing the coverage rrfte has an Impact only when it affects «he workers who 
are actuiOly earning ine minimum wage. Throughout the postwar geriod, by far 
the most significant change in the mii^imum wage coverage was increase m 
1967. , ^..^ 

At the same time, Conaress increased welfare payments. In the 1960's, Aid to 
Families with Dependent Children (AFDC) payments grew relative to the market 
wage. The bigKest rise m weUare payments, was "in-kind'j; transfers such as the 
F6od Stamp ^%gram« , , 

As a consequence of the baby boom and the changes in government labor 
market programs, a pattern of high frequency-low duration bouts of structure 
unemplovment 1^ become the norm. The low-skilled worker is unemployed 
frequently, but for short periods. For example, over the past year, the ^verage 
duration of unemployment was ^slightly over two months, bujb approximately 
Jialf the unemployed were out of work for less than five weeks; 

^ • ,< ' 
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For policy purpose it is usefjil to divide, the noncycUoal unemployment pool 
into two. groups; tliose who come from famines with high income' andf those wfao 
come from famiUes with low income. The former includes teenagers whose parents 
have rehi>ively high income levels, married individuals who have spouses in the 
labor marltet -and some seasonally employed workers (for example, high^skilled 
construction workers with high family. mbon^e). Fojr,policy puimses, the concern 
centers on the second group ; tha structurally unemployed who^have low family 
income. In these cases, low Wages, frequent bouts of unemployment, or both, 
. lead to poverty. 

Iq the current pattern of structural unemployment, there are two main reas6ns 
for ^being unemployed. First, if workers' potential earnings, based on their skill, 
are below the minimum wage, . they may have diflSculty finding stable employ- 
jPient. The minimum wage law reduces the demand for low-wage workers in the 
covered sector. 

Second, because of the increase in the level of transfer payments, some low- 
skilled people may not want to work tuU-time. It is sometimes argued that these 
unemployed are. malingering and that the work ethic should be strong enough to 
force them to work. aO the time. For the most part, low-wage workers do not 
have opportunities to work at enriching, pleasurable, creative jobs. Tlxey might 
want^to work part of the time in order to remain eligible for public assistance 
unemployment compensation, and to retain their skills. But to work all of the 
time, when society is willifag to provide the present level of support, is not "rational" 
in the economic sense of the term. 

Furthermore, many of the structurally unemployed will "outgrow" theiir 
Unemploymiint problems. The low work attachment of this group is often associ- 
ated with the facjt that'tbe^' are teenagers, who do not have family responsibilities, 
. or females that are heads of households who have too mudi family responsibility. 
Both groups v^ill alter their working behavior as they 'ase. 

What IS- the underlying model of unemployment tSat yields these results? 
First, it is not a search model in the strict sense. Very little unemployment in 
our society is caused by people who do not know the current wage and prices or 
the location of the job opportunities. It is not inadequate searching that causes 
people to be imemployed. The problem Ls rather that people who are eligible 
for welfare and unemployment insurance decide not to work, knowing full well 
their wage and job opportunities., Since they are willing to work part.of'the time, 
they would rather wait in line for a relatively attractive job. If they 'are going to 
work, they .will only do so at a wage that makes work more wprthwhile than 
collecting unemplo3rinent ii^urance or public assistance, 
i As mentioned above, the unemployment problem must be analyzed in terms 
of the worker s life cycle.. Young workers grow up, 'older workers age, and as all 
get older their .situations change. Young workers, especially, change their outlook 
on life, their skills, and their family needs from one year to the next. The govern- 
ment proffram^ available to them also change from year ^ year. The unemploy- 
ment model is not a static one where people look at fixed wages and opportunities, ' 
hut rather a dynarhic, demographic one where people age and change. In this 
model pepple are structurally unemployed because of low wages, not because of 
a lack of jobs or information. 

•- " " ni. IMPUeATIONS FOR POLICY 

VV^ need reorient, o^ thiAking about structural unemployment, ''if un-* 
employment .were merely due to a lack of jobs, then the current popular panacea 
of public service employment would help. But if it is a question of skill and low 
wages, different policies are needed. ' " ^ 

I believe that the government can improve the structure of the labor market 
so as to reduce the equilibrium unemplovment rate. Although the demographic 
trends will finially be working in a favorable direction, ^any problems will remain. 
An important percentage of the oversized undertrainecLbaby boom cohort will 
remain in the 16 to 24 age group through the early 1980's.' In addition, over the 

,next decade the percentage of disadvantaged, minority workers in the 16 to 24 
age groups will grow significantly. For this next cohort of young workers, it 
should become increasingly clear that the underlying problem is. not a lack of'jobs.(i. 
Relatively high unemployment rates will remain as a sympton of the real prob- 

^lem — low wages. t 

The labor market policies stressed by Congress and the Administration, how- ^ 
ever, are those geared to problems of aggregate demand. There is little attempt 
to attack the structural problems. Aggregate demand policies have successfully 
dealt with the cyclical unemplojrment from the 1974-76 recession, but there 
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has be^ no d^nt in ibe nOboydioal Component of unemployment — tEaf la, ihe^, 
Remaining ft percent* x ! 7 

A, Pubiii^Mrviee rnnphymSiti^oiuf vri^^ iraiking^ 

Althtfng^ there ' ia considerable disouaaion about manpower training, little 
J training la beifig fundM by government programa. Most government monies are 
used for public service employment and work experience programs. These pro* 
grams, however, are not training oriented; they are meant to increase the number 
of Jobs available and lower 43yclical unemployment, but they do little to increase 
the skift of job holders. Whereas direct ]ob creation programs (PSE §nd work 
experience) are demand oriented manpower traioiing is supply oriented since it is 
structured to increase the skill level of workers. ' ^ 

The Comprehensive Employment and Training Act (CETA) program is the 
g<>vemment8 major current initiative in the labor market. The trend in policy 
between demand and supply oriented programs is shown in Tables 4 and 5. 
The percentage of dollars on training, rehitive to direct job creation, has declined 
from 25.6 percent in 1975 to 17.0 percent in 1978. Over this same period, t^e 
number of PSE job slots has grown from 111,262 to 726,200. Several observations 
can be drawn from these nuihbers. Not only do training or supply oriented pro* 
grams receive a small percentage of the government's labor market funding, 
but also the trend in percentage terms is strongly in the direction of demand 
stimulus through increased direct job creatiop. 

TABU 4/-CnA PROCRAM EXPEKDHURES, BY ACTIVITY, FISCAL YEAR 1975-78 * 
|ia mlBlofis of dotiari and (Mrcent dAtribytion) 

W75« 1976 1977 ' 1978 1979 « 



Proiram activity 


OoUan 


Percant 


ik)llars 


Percant 


Odtars 


Percent 


Dollars 


Percent 


Dollars 


Percent 




752 


25.6 


1,138 


21,7 


1, 305.6 


22.1 


1,648.1 


17.0 


2.133.1 


18.2 


OJTi 


118 
634 


3.9 
20.8 


272 
" 866 


5.2 
16.5 


339.2 
996.4 


5.7 
IM 


398.9 . 
1.249.2 


4.1 
12.9 


«675.3 
1, 457.8 


r 5.8 
12.4 


Work Mparience.. 
Public tarvtca 

. ampioymant 

Other 


1,355 

900 
• 47 


44.4 

29.5 
1.5 


1, 491 

•2,425 

,173 


28.5 

46.4 

3.3 


1, 434.8 

2.938,2 
170:4 


25.3 

49.7 

2.9 


2.023.2 

5.8OI2 
•201.7 


2a9 

60.0 
2.1 


•3, 097.3 

6.262.0 
239.7 


26.4 

' 53.4 
2.0 


Total 


3,054 


100.0 


5,227 


100.0 


5,^909.0 


100.0 


9.676.2 


100.0 


11.732.1 


100.0 



1 Fiscal vaar 1975dndudas Manpowar Davalopmant and Training Act and Economic Opportunity Act under CETA sec 3A4 

* Administration aatlmata. Jt 
» On-the-job training,. 

* Includes private sector initiatiV^^^ 

* Includes youth programs. 

* Includes 15,000.000 disabled vatarans outreach program. 

Source: "CETA Reauthorization lssuas«" Congressional Budget Office. August 1978. 

TABtE 5.— PUBUC SERVICE EMPLOYMENT EXPENDITURES ANO JOB SLOTS, FiSCAL YEARS 1975-78 

[In millions of doltarsl 





1975 


1976 


1977 


11978 


11979 


Expenditures : 

CETA title II , 

CETAtlUeVI 

Other* , 


503 

246 

M51 


2. 179. 6 
245.0 


2, 738.4 
199.8 


5. 580. 5 
222.7 


6, 035. 5 
226.5 


Total 


900 


2, 425.0 


2. 938. 2 


5, 803.2 


6. 262. 0 




111,262 


290.300 


344, 100 


680,900 


725, 200 



1 Estimated. 

' Titles II and VI ware combined undai^sn emergency supplemental appropriation* 
> Includes WIN, titia I, snd ttUe III public service [obs. 
* Includes $53,000,000 of Emergency Employment Act 



Source: "CETA Reauthorization Issues," Congressional -Budget Office. August 1978. 
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This increase in tbe nupiber of PSB slots bias been in the ^onteikt of 9 strongly 
growing economy tha(, by 1977^78, was abpcoaching. the equilibHum nnemploy- 
ment rate. A 13.5 percent, j^p in PSE dota* between 1976 and 1978 need not 
' necessarily be viewed as strongly corUracyelictil (rather than countercyclioal). The 
overall C£TA pfrbgram has a lan^ number of objectives, some of them bonflioting. 
T^e goaI$ include improving the marjket skills of disaclvantaged, unemployed 
workers, countercyclical job creation, and relief for the hard pressed cities of the 
northern atatea; Thus, any discussion of publid seryicd employment must take into 
Consideration that many of the public service slots simply go to maintain regular 
local government empl6Srment, For the hard-pressed northern cities, this job- 
on^ted revenue shanng^ has helped to maint£n public services. This aspect of 
CETA, however, has little relationship to the goai of reducing structural unenj^- 
Blojpnent. a 

The variety of goals of the»CETA program'are an important weakness. For 
example, the CETA effort to help the distressed citjies was not targeted with great 
accuracy and was probably <;ontracyclical in fts timing. The new directions in the 
proposed 1979 package also have severe UmiUttionB. Iir the coiuitt of a 0] 
economy, a drastic reduction of PSE slots may again b<5 con tni cyclical, h 
for maximum cyclical effect, this program should have ■ been Incmssed in li 
and then ciit back in 1977-78. Moreover, the attempt to targei the jobs 
<?arefully towards disadvanta^d workers runs into the problem that moa 
^fi^vices are' provided by relatively skilled personnel. In general the, public 
is not the industry that fe amenable to hiring lower skilled workers. 

Ikie to these conflicts^ CETA should be divided into three distinct progn 
one to help the cities in the northern tier that are in financial distress, a s 
to provide countercyclical 'demand stimdlus, and a third to encourage en 
ment and training for disadvantaged low skilled workers. Combining these 
probleiiia is almost guaranteed to produce inefficiency aud a lack of suca 
meeting any of the objectives. 

In general, if the government is to reduce the equilitrium uiiciiifjio^^moni 
it should* disentangle the thr^ components. Since my assignment is only to di 
methods of reducing equiliSriUm unemployment, I shall not address the poi 
remedies for the other two problems. My major point in this discussion is to . 
light the need for a separate structflral labor market program. Such a prpi ' u 
shoujfi be funded in an aqyclical manner and should be independent of pi I ij 
sector employment. 

A program tof reduce the equilibnam uiiemplo^'iiieut rate muot be geared 'to 
increasing |ihe market skills of workers. Given that there are more than enough 
private sector jobs to employ all those who want to work, it is-necessary to focus 
on the fact that those jobs are not filled because they are unattractive. Unemploy- 
ment compensation, food stamps^ and AFDC payments are reasonably competi- 
tive with the wage level for these unfilled low skilled jobs ; that is, the cost of 
being unemployed is very low fOr an unskilled Worker. The solutionis to raise the 
cost of being unemployed by increasing the market skills and hence the potential 
Wages of the low skilled workers. # 

Given this framework for explaiuing the existence or cmitliLtni.n unemploy- 
ment or U*, a number of important we^iknesses in PSE type progrums can be 
isolated. The barfic problem is that it does not provide training. It is little more 
than traditional Kejmesian fiscal policy. But the uneAiployment problem is a 
structural problem rooted in demographic developments. The current cohort of 
young workers went through a public school system that was not ready for the 
hig bulg^ of students of the baby boom generation. They did noc receive adequate 
training and many of them dropped out of school eaily. In fact, high school 
enrollment rutes began to drop in the late l960'8 &ad haxe contiii^iedto drop 
until recently. There is a largp groU|/ of youn^ workerM tc*lay who have \cb6 eJuca- 
tioi\ t^ian the people who entered the labor mui^ket texi yearc ago. I>L£i«>riniLuation 
and the growing fiscal dlstre?*vS of urban areas have wo.seued me problems Pro- 
viding these woikers with publiv. .^ervioe job^s doe** not bolve tl*e fuudanicntai 
problem that they do not have adbquat<^iuarkei4ble dkilL 

A second piobl^m which is connected with the fin?t, is the looue^i ii juofoi«Lrllity 
Wthout training, these people do not have skills that can be.transferred to the 
private aector Are the structurally unoniploj^ suppotsed lo stay imder the pro- 
tection of- a pt.blic eipployment program thiiiighout theii lives o. is th^sre aome 
notion of nic>ving to unsheltered employment? How can h trauofci be suocesaful 
if the tmplo>inent piograin Joe^* not provide tiainihg? Vvhat nie tLe»e programs 
"I'ppoeed ta.hGcornpli25h for ihe twenty one year old Li^^ii acho>*l di op-out who haa 
no marketable skills. 
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A third problem concema the ^ages paid on these public service jobs. Suppose 
that many 6t the current structurally unemployed are without work because of 
tb&low coat of being unemployed. In this case, some current schemes that would 
create Numerous low-wage public service jobs yrould not sipaificantly reduce th^ 
unemployment rate. Many of the people who are in the unemployment pool have 
already indicated that they do not want permknent jobs with a wage close to the 
minimum. If the government creates a million job slots, they may largely be 
filled by new-entrants or re-entrants into the labor market. In this case, public 
, service employment would increase the number of workers in the labor market, 
but not sigpoifloantly reduce the unemployment rate. 

Of courBe,< the government could pay more thail the minimum wage for public 
service jobs. This type of program Would not only be attractive to the iftiem ployed 
and thosj^ who are out-of-the-labor force, but it would also be attractive to people 
who are already employed in the private sector at relatively low wages. A program 
that hired the best qualified apphcants would largely take workers from the private 
sector. The drop in the unemployment rate ^oiJd not be commensurate with the 
liunpbec of new PSE jobs. Moreover, it is easily shown that attempts to restii^ 
eJi^biuty. to those currently unemployed are easily circumvented. 

A fourth problem is inflation. Since the wage^ paid on public service jobs woUl 
bear Uttle relationship to the.productivity of the worker^ and increase the deman 
for labor (with the economy already at full-employment), the inflation rate woul 
increase. But the problem is deepier than that. Since public service employmen 
proCTams are similar to traditional fiscal policy, they will havQ little iApact on th 
equilibrium rate of unemployment. At the same time, these programs often hav 
the stated objectives of lowering the actual unemployment rate below the implici 
sustainable level. In thin case, public service employment would result in ai 
accelerating inflation late. 

B. Targeting PUIS programa to i&Juoc (fa ti^uUibnt^tn uriertnyLoi/,na,u tuCe 

Even with the above problonLs, it is sometimes arguoU ^hat PSE pfoj^iuu.^ 
oiill lower thti equilibrium unemployment raU) by targeting its hiring towards the 
lower tfkillod workers. If there is an imbalance of too many unskilled workers, when 
the economy ia at U*, would net the equilibrium, rate be lowered by hiring those 
with the hifl^est uliemploymvnt rate? In some versions, such as the Huinphrey- 
Hawkins bill, there is an implicit view that the unemployment rates of the teen- 
agers, females^, and minorities could be lowered at no cost to the more skilled 
uniomzed, niauufac curing, construction and mining sectorti baily and ToWu, 
however, have pri#ven that the PSE pro^iram cannot be a "frc^ lunch". In order 
to achieve the. reduction in unemployment rates of the lower skilled groups, the 
"^^npluyi»»cni rates for the mOre skilled groups would have to increase. That is, if 
PSE can lowei the equilibrium employment rate (while balancing inflation), it 
does dO by hiring a larger ni^nber of unskilled workers than the number of skil'lod 
workers who have to be displaced. The quantitative nature of the tradeoff is un- 
clear. Could PSE hire 10 lower skilled workers and fire only 1 skilled worker or 
vj^a it tako 7 skilleil workers to balance the hiring of 10 unskilled workers? 
^'^^'^Li? •^H^^^^"^"* ttge OCX unemploynieiiL rates ad a badis. I would tjuess that 
that I'SE might be able to hire 3 teenagers for every prime age male that was 
displaced. 

To SUnii*.^. I*. laiftcte»l IdE iMwd^iuino mti> t/.. tit).lo to teduc*. ihe Cijuiiibi lulu 

AiiiemploymeiU r^^te, but it na,'* tiiia cffeet li* alt\ rin^ the mix of th^. unemployment 
pool -propping up aomc t^roupa while kn\,ckinK down others. The supply side 
proK'tin»i3, discudaeil in the next ;,oetioXi, avoid this difficult political tratle-olf by 
atidrrasing the actual cauacs of atructurul unoi.iployniciit Tncso au|. ply oriented 
programs can lower the equilibrium nnen^pluymcnt rate l.y inei easing potential 
output. 1 

C MuUf.. ..u*».. ^ 1 ^ . 

1 O eoK I u. .>tni< t^^i al iDciit p. 1 1. I. ii . ii ii.i 1 

.,rk*ra nil.. \t Uo increase I leltttivt to thi I A ut iinjl . ^ . , ii i ni . ^ . t is ihe 
CiKst of i.cii.tf, .ncaipjoycii i^iuat l,e inc.cuf.»:il I an, Kot it:*;, rnn eiiilii.i^ that p\.blic 
aoai&tauee an , nnuinmiu Atij^eB be lowcrt d llie e luin niy can afford i leHitively 
high guar.aitct d income iluor ft r i./€ople wh , ha^ t veiy k.w dl.illo or ivtio .;annot 
worlv Society is wealthy c-no.»ji.h and the ao, ial piothici of low oKili:d pe ople is 
smrfli >jnoUgb, to afford high lev* I of public u«ai stance t^i w II mi a Litjn mail\^;t 
wage 

ruiii. ,u)licyai l.i i ..o on in*.. . 1..^^ u ,...4.. .mi , t » .i..^ 

>^Uo hav« snfTered oil otint of tho b*4hy ho m Tnu . incl i.l * il j .ut il ; yn.n^ 
Woi'kcTs, Out Jiatt>K ..iiliigcd Workeia wL .j v en. liai ^^ht la d.c «j(.i>n,iai> ial/or 



ket when the baby boom airived. To. increase the market wage of this group» 
manpower training is needed. 

Although some roanpower training programs in the past have-not succeeded^ 
oth^^ve been useful. I believe we^^cj^n learn from past errors and create sue- 
cessfitilto'aihing programs. Tiiis is not the place to'discuss the ''huts^nd bolts" of 
an alfjAmative approach to training. I would, however, like to stress one aspect 
of the kind of program that I have, advocated: namely, that the focus for training 
be shifted from ihegoveniment to the privi^te^s^ctor. In the days of this Manpower 
Development and Training Act, the Very Mow-skilled "workers attended govern- 
ment-run claesea to learn remedial skills. The classes tended to last for six months. 
A common complaint was that companies would not hire these workers after the 
government trained them. But the real Question waa^^hether these workers were 
actually being trained. Six months in a goverhmeitii classroom for high school 
dropouts does nojb constitute a major trailing effort* The graduates of 'tnese pro- 
grams still had employment problems because they still lacked the necessary 
skills. 

I argue that even remedial classroom training sliould be shifted to the pri\ 
sector and th^t these pro-ams should be constructed to last for two years 
number of major corporations have indicated a wiUingniess to conduct such f 

frams. These firms can provide a more current vocatiSbal training environnu 
f the program is to work,^it should be based on the prt)fit motive of the la 
firms and not their social conscience. 

Finns providing^ remedial training need not orient their training program 
towards fulfilling their own manpow'er needs. The rationiale is that the workers art 
being trained for general semiskilled enjployment, and that an individijial who 
^ receives both remedial j^eneral training and concentra^ industrial training in 
certain skills will be employable in genWal. In the recent past, when the. aggregate 
unemployment rate feU to 6.5. percent, there was a shortage of entry-level workers 
for manufacturing and semiskilled service jobs. But a worker who has been through 
the aforamentioned private sector training could be hired as an entry-level worker. 
He or she woi^ld no longer be the "bottlenepft" worker who required unusual 
entrv-level training costs to fill even the bottom Job on the promotion ladder. 

There is some evidence that the goals of manpower training could b^ achieved 
through the use of employment tax credits. The New Jobs Tax Credit that was 
part of the 1977 stimulus package seemed promising. Alternatively, a voucher 
system targeted to specific groups of workers could be used. 

D. Capital <iecumulalion 

Whereas semiskilled and skilled porkers appeared to be the sole bottleneck to 
the expansion of the late 1960's, capacity has become at least as important a 
barrier to achieving 'low unemployment in the 1970's. This means that policy id. * 
needed to encourage capital accumulation. Even in the cases where capital growth * 
does not create more jobs, it removes a bottleneck to employment growth. 

A major problem with the current expansion is that the strongest sectors have 
beenlsonsumption and residential construction. Given the indication of a capacity 
shortfall, tax incentives to encdurage a capital expenditure boom were needed as 
far back as 1974.- The failure to have investment leading the recovery has been 
an important factor in the inflationary pressures that developed in 1978 while 
the unemploynjent rate was still above 6 percent. The tax package of 1978 was 
far too late, and contained too few supply side.inpentives to avoid the last up- 
swing^in the inflation rate. 'jL 

Given a sluggish economy in 1079, th^nflation rate should prave to be rela- 
^vely stable. The unemployment — capacity figures still indicate a need to orient 
policy towards encouraging investment. Whether the economy begins to rebound 
In 1980 or 1981. the strength and magnitude of the recovery depends upon a 
strong inveistment path leading to an increase in the rate of capital accumuLatlon. 
A consumption led recovery will again leave the economy with an unnecessarily 
high eauiliDrium uhemjploym<int rate at the next cyclical peak.' 

Traaitionally, stabilization policy has been directed towards coutroiliug aggr^ 
gate demand. In the current environment, however, a program's impact on 
aggregate supply in more important than its impact on aggregate demana. 

The recent redut tion in the growth rate of productivity and the increactj iu 
the equiiibrium unemployment rate, could i/e offset by a switch from high con- 
sumption to a high investment economy. Investment tax credits, and a reduction 
vr income tax rates, .cc^ld all be part of a pro-investment package. 

Moreover, the transfer bystem, excluding eooial uecuriiy, is sufficiently small so 
that these policy changes could made witho«jt reducing the relative level of 
welfare paymento. Over the long run a high inveatmeut policy would yiUd 
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higher wage rates, lower equilibriuni unemploymeat rates, and consequently a* 
reduction £a the welfare population. 

Representative MiTCHwi, Please proceed, Mr. Holt. 

STAIEHEHT OP GdiABIES CH0IIi SIBECITOS, 'BUBEAU BUSI- 
1SE9S BESEABC^, ASH PB^BSSOB OE UANAOEMBHT, UNIVEB- 
SITY'OP TEXAS AT AUSTIH 

Mr. HoLT^ I am very pleased to be here. I would start oflf by saying 
I ape^ with much of what Mike Wachter said, but not all. 

Although these hearings are primarily concerned with evaluating 
policies for reducing structural unemployment, the issu^ involved 
can only be understood in the context of the larger inflation-un< 
ployment dilemma, a point which has been made by several of 
previous speakers. | • 

The Joint Econonuc Committee is certainly to be commended 
making a fundam^tal reassessment of policies and needs.. The p\ 
fession has had reaLdiflBculty in putting the microanalysis issues 
the labor market together with the microanalYsis of inflation^ ai 
cyclical unemployment. This is the key difficulty behind the legitimal j 
questions you are raising about the definitions arid kinds of structural 
unemployment. 

The difficulty in giving you gotfd answers is the reflection of the 
fact that we need a much deeper Understanding of what goes on in 
. this very complex phenomena of the labor market. This whole area 
of research, I am afraid, has been neglected relative to the .urgency 
of our needs. 

I wan4i to make basically six points, and I will Ust them briefly and 
then come back and elaborate on them. 

The first point is that\^ there is a strong long-term interaction be- 
tweeii inflation and unenaployment. If we have unemployment/for 
any long periods of time kbove this 6- or 5}4-percent level tbaX ^ 
been associated with th^ inflation problem, structural problems 
will gradually get worse. Aggregate demand, both in terms of monetary 
and fiscal policy, has an extremely important role to pipy. 

Second, the new targeteo, triggered jobs program tnat has been 
incorporated in CETA through ainendments is, I thinks another 
useful tool for battling the cyclical unemployment problem und cer- 
tainly is better than income transfers. While I a^ee with what Mike 
Wachtersaid, that giving people temporary jobs is not accomplishing 
any major contribution to the structural problems, it is contributing 
to the cyclical problems, and w^ do have cyclical problems to be con- 
cerned about. 

Third, the traimiig programs oeitaiiilv ImVje uix iniporttoiL contri- 
bution to make remedying the strxictural problems. I would not limit 
them, however, to training alond. Placement activities, counseling, 
and other programs aimed at the whole array of difficulties that lead 
to the proolems in the labor market m terms of lov income and 
unefnplovment — there is a whole siyay of things that need to be done, 
anil we don^t want to focus on training in a narrow sense. 

JFourth. the inflation problem limits what we can do with n^-^c^dU 
*leiuand which has tremendous potential for creating jobi>. We can 
create a tremendous number of jobs arid what limits that is the prob- 
lem of iiiflation. If we have nothing at all in the manpower aie^v now 
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that makes a significant contribution to fighting inflation I would 
strongly advocate that we initiate a skill shortage training program 
oriented toward the needs of employiars and the skill shortages that 
are contritMiting to inflation; 

One of the real diflSculti^ of getting t^ie cooperation of employers 
that Mike Wachter advocates is that the prograins, as they operate 
now, simply offer very little to employers. If we had a traming pro- 
gram oriented towarcf higher skiU fevels. and contributing to the up- 
grading process^ then we would open many vacancies for Tower skilled 
workers to move into. 

We really need a fully inte^^ted'view of the labor market, which 
considers both workers' and employersMabor market problems. The 
problems cannot be solved indepen^lent of the other. Overall, I wou ' 
say that our current profTrams'^are simply inadequate, both in tern 
of the stress and in t^i-nis of their magnitude compared against tl 
size of the structiu'al problems. * 

The sixth and last point is that' there are critical deficiencies in bot 
the organizational and the administration of our current prograi 
structure. 

We have been coiicentratiiu: to«luy Itugely on CETA urogittrnflibu , 
in addition, we have vocational education programs, the U.S. Employ- 
ment Servicie, and many otlu i pro^^raini*. Clearly, education needs to 
relate to" the school-to-work truiisition, and so on. Although the CETA 
effort was designed to integrate manpower programs, it is only tt 
start. 

Currently, due to im^iale and inelFectiveness in the programs much 
less impact is occurring, coiii^idering the amount (^1 money that is bein^ 
spent. 

Now, I turn to more specific detail On the aggregate deinand is*^u \ 
the shock, particidarly from the international area, can stimulate boili 
inflation and unemploynient. Indeed, the single shock from the increase 
in oil prices from OPEC triggered a recession that was almost as severe 
as the deoression of the l930's. There is current discussion in Congiess 
aboutr a oalanced budget through a constitutional amendment and 
this would be an absolute econotnic disaster. 

If, for exampK when OPEC raised prices in 1973, the Govenmieui 
had been required /to balance its budget, this would have meant 
increasing taxes and decreasing e.xpenditures and both of those would 
have vastly increased the impiact of OPEC a^d instead of the auto- 
matic stabilizers in the American economy absorbing much of that 
shock, it would have ah»orbed none of the shock and vastly increased* 
both inflation arid unemnloynieut 

Aji active countercyrri<:id a^pVj^'aic deniund [nAu.y lo uboolutely 
essential and that should be coiupleuiv>uted witli a tii^gor-targeted 
jobs prograiii in the niaiApower area. When we d*; aIlo\^cyclical 
unemploymeni tw reinain ui> %/oi » peiiod of tiu.d above the non^ 
acceleratmt; 'iniiation level thci ia»j)t4,;t iri in cou^ideiuble part ou the 
groups iu' tne labor pmrket lluii huve siivu tsaal problenit, 

In ^eotnctin^ deinaiul tt> » ^-alnviii inflation. Vou arc trying i J^»Jlu, m. . 
ll.o tifrht<«st labor nuukct.-i. but y\\H*u demand Inllri below tlleii iuln.i 
capti^ltj^, the vNOij^era l\in\ euii>lovoi4 txic gt'lug (o let ^^o iUe 
woikei-s \. ho hrtve the lc•£t5t^.,kill^ und the lt.Af.-,i ui. iil) 

One of the laoueri 1:3 thjft ou» a^,;ic^.aCe deiuund nK;.» 

c.\treat* ly iat;:Het;li ve ai.d \t.) &l.>\\ in icotiainin^ i.ifialiuh i i 
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^means that wejieed to he very careful to act in a timely Way to prevent 
inflation from buildmg up, but we also need to have programs fliat are 
more onented directly toward restraining inflation. 

In understanding the basic dynamics of the labor market, the infla- 
tion of wages and pnces responds to the level of aggregate demand, but 
the classical adjustment of real wages in response to unemployment 
IS known to adjust very slowly— one estimate is that it would take 4 
years for half of the disequilibriuril unemployment to be absorbed by 
those automate adjustment mechanisms. 

This mear^ that when the economy is disturbed, it is extremely 
ineffectjve foF the Government to sit by and wait for full employment 
to return. There is a strong role for countercyclical policies. 

Now, what happens when- we don't have as many jobs cree 
IBLS we have people who we want to work? Then th^ question is, wl 
particular groups are going to suffer imemplojrment? Aggreg 
demand indicates that somebody is going to be unemployed, there 
not enough jobs to go around. ' ^ 

Now what determines what unemployment rate will befall p 
ticular groups? 

This ties iii with the definition of structural unemploymei 
1 doii'Jt think that ijb is useful to talk al>out the duration of unei 
.f)Io>uieiit as a measure of structural uuemployment. The avera.;ii 
duration of unemployment i§ somethiiig of the order of 2 montlis 
for most groups. In other won Is, when we have 6 million people 
unemployed in the labor market, if we wait 2 months most' of those 
people^vill have found jobs, but there wUl be a new 6 million people 
unemployed to take their plao^s. The tremtadously high turnover of 
people flowing throiAgh the labor market reflect? most clearly and 
tlramatically our structural problems. 

Traditiona?Hy, we have measured turnover largel}\ by a fairly 
sinaJl sample of large firms in the manufacturing sector. Som0 recent 
data has bedn collected that also includes small firms and nonman- 
ufac taring industms. These measurements indicate average turnover 
rates for the economy of somethin^^ like 66 percent a year. 

Hence, in the course of a year, tne flow through the labor jnarket 
la something like 60 percent of the size of the total labor forpe. 

The labor market is extremely dynamic. There tends to be a f aiily 
constant probability oer week oi finding a job. The duration of 
unemployment is not the critical point in thiidcing about the structural 
unemployment of parti(Uilar groups. * 

VVhut causey uneiuploynient to Uii*l piimmily tii* uoiiioi* and 
niinomileri and > oung people is (lie lact that those j.j'0Ui>s have v^ery 
high turnover rate? Underj^ltuidii.i^ turnover requires focusiHi^ on 
employment luther than the uneinplo>anent 

^rhcse pi'ol>le[n gioiips in maiiy ca^es, find ovcii ,av*io quKUi^' 
ilian skilleil workers Tho skilljtSd workei win. i:i L.id oit' and expects 
recall u^ny he i^ueniployed tor a louder pci'iod of time than tUe teeu- 
a^t-r ()ften the tecnag-ei'a job .loe:^ Hot faat loi.g and he is light back 
in uiu-mployiiieiit Hi^li t^irncvor i.» ai..ocitited \\ ith a hi^h quit rate 
on the f)ai t of workers, they lit-i haisy jol>«, little saiibfac cion, 
lltilr ti.iiiiin,. \x,\\ w aii;erf and iitth. oppOi tuiiil to u.lvaiice 
• i\h»n>st ihioi. tliat i ,ii\vr. idoiij.; Hiay look la ttti' (han tlu. Jwh Hn.) 
liuVf .no iht-rl- a .•^troi.*^ tciu.t'ru y fot" the.-jc ^nni|>& to oftv n to 

\\lth*lia\y floOi tlit labor ioi»<: to \\ oi R iii tlu) lioUat iioi. 1^ oi' to j^o ^o 
Si hool 
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From the employer's point of view; wrhen he hires groups that he 
perceives have very low attachment^ to their jobs and arp likply to 
(juit, he feels he cannot offer very high wages smce their productivity 
is relatively low. If he did trair\ them, he would be afraid of losing its 
benefits. So usually heroes not give significant training, offers low 
" wages and is quick to use layoffs. Any tune production drops, this is 
the group that has low skills and low seniority that is most likely to be 
laid off by the employer. The employers' and the workers' behaviors 
interact producing with a hi^h layoff rate and a high quit rate. 

Groups that have recumng unemployment are those that suffer 
the highest unemployment rates. Anybody can put up with a single 
period of unemployment even if it 'happens to last a long time, but 
the most severe structural problem is being unemployed every 
months. * 

Now, turning to training and placement, what we need to do to 
at these structural issues is train people so they have higher pn 
^durtivity, so they can qualify for higher paying jobs, help them wit . 
their motivation problems through counseling, helo them with tho 
placement process by impruving their job search technique. In short, 
programs must help workers get iii the right jobs so that both the 
worker is satisfied with the job and is proiluctive. 

So, the quality of f/lucoment is every bit as imporCaul asVthe speed 
of it. Programs Jcoignetl to that eiul need to be substantially increased. 

Now, ^turning to programs that wo nee<l but simply don't have. 
Vyhen Don Nichols allude<l to tlividing the labor market into the 
high-wage anil the losv-wage job, and he found that the imemployment 
in the high-wage sector waa very closely associated with inflation, but 
uaeni[)loyment in the low-wage sector was not. This means to me 
that, if we want to use manpower programs to have antir-inflation^ry 
impact, we need to substantially increase the immber of people who 
have high skills. ,^ * "N.. • 

The mdustrial composition of demand u t onlinually shifting. One 
uidustry is ovei-stiniulated at one time a different industry at 
another time. Also, the geographic coiii]>osition of employment is 
/ontinually shifting, so ihe s'Kill shortage jucture is very dynamic. 
Many of our training institutions, sucfi as vocational education, 
-train for tkje aame occupations year in and year out, regardless of the 
conditions of the labor market. It is a ]>rograni designed to have 
almost a niinnnum iini)ttCt"on the inflation problem. Employers who 
have labor shortages try to hire away the labor force of the other 
emj)loyei-s whii h leads lo inflationar} wage iiu.reases. if training 
programs are taigeted on skill shortages, em])loyers will not be 
undrr ]>rt.^sun: to nuike infititioiiury wage in* reases which are passed 
on ui l>J*i<f in< reuses '^^M^ is* «n area in \\hi<:h we have lidd sim])lv 
no MOTA programs Tm* piogiam hack in did haVc a skill 

tru.niiig iOmponent Don Niehols Sn^-gislrd thai \e Uain u disa<l 
\anlagi\l worker lo till okill " shoi tage>, bui lhai |>,ohabl> is nol 
feasible ^ 

In oul. . I i I . ( . i.,i . I IK , I s 1. |,i . * ei.i 1..^, i. ,11 in, , 

liMiuni; ^)r. •r.MH u.-,,. .liu.sl f^luit \..th a fuiily ..-jliilu'il |M-i-s<.n 
a. A make i l.HiiV tKllie 1 p. -,oh u| h .u .-i hv j n .d lliOn fill ihe 

eiai \ wA \K .> l>\ aillii^, 

\ > < li < W .o hx il.-^ 11^ 1 f , i.. I . I, , . . J . . I I 

1 !.*■ < .upK,- :'l pi ol.K'I.,.^^ \ h.l. lu \\A, .tdl hl,\ i.i H I, 
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so that we have problem vacancies, and workejs problems which 
reflect various handicaps. \^ 

We ought to tailor our manpower pro-ams notio the' whole labor 
market, but to target them on the inflationaiy segment of the econ- 
omy and on the structurally unemployed. The structurallv Anem- 

Eloyed I would define as those people that for a variety of r^sons 
ave excessively frequent periods of unemployment. 
The decentralized CETA programs have never made the Federal 
objectives clear in terms of the desired impacts. The initial CETA 
prograpl essentially is motivated by the feeling that Washington 
didn't know how to solve these problems, and so the ball would be 
thrown to the mayors, and Governors. The implicit assumption was 
that they would know how to solve them. 

Well, the mayors anil Governors had their own problems and cOc 
cems and, since the legislation simply said in general terms to reiluc 
the unemployment of the disaclvaiitafj:ed,^ere was a great deal o. 
freedom for the mayors and Governors operating these programs. 

If the Federal Government is willing to fund programs and havo 
them administered in the local community And it makes a great deal 
of sense to do so because the different communities face different kinds 
of problems, and the money really ou^ht to be spent for different 
program mixes in variouai areas. However, the Feiferal Government 
ouj^ht to specify the impacts sou<rht on structural unemployment and 
they ought to nieasure those impacts and rewajid performance. These 
are not now being done adequat^y. 

If you look at the way lar^e cor[^orations decentralize their opera- 
tions, there is a bottom line on the profit statement that governs, so 
the manager is free to operate aS long as he makes x percent profit, 
tlllen performance is measured, ami the manager is rewarded. 
.Now, the manpower programs don't have a market test, but we 
can measure the mipacls of training programs on how long jobs last 
after a person has participated in the urogram. If we really decide on 
the Fetleral level vyhat we want this Federal money to do, we can set 
u|) pro^^ram objectives and trust the locals to take into account local 
conditions and essentially turn them loose. But if you simply ^ave 
them money with vague objectives, you are goin^^ to get the solution 
to the political and other f)roblems (hat the mayors. Governors, and 
communities face. 

*t)iagnostng the einpliMincut piubleuia uf the indivi<lual worker la 
critical. Each individual woikei luay have iliffei'ent problems. Soiiie 
have educational prt)l>le!n.>^, sonie have motivational problenis, some 
have .skill problems. M>ine may be in the wrong regio'h, and some may 
have bad infornuitiiai about the labor market. All of these thini;^ are 
highly im^vidunl Fui lluse proi;iaius to be effcctixe, we nt*^<l to have 
pr6gr*aius that a if rM-i..^ilive li; diaL;Ui>siiig aiul presci'ibui^ the right 
"nietliciue" foi llir.c iiuh v ulaal.-s That ia u veiy ileinaiulinj; ie»,uire- 
ment for aii aJuHnL-^t.atiw |>it>^i».iu liuei 

Our pifp.eiil |»i *'i:rnii».. ,u t ^iiit|>l\ lacing; j « ... . .1., 1 wt»U 

so far ti» tt. ^i. V thnt At lit* iU>t ^.n!ig ti; n ak ' jiji lilitun. .ai|.ut:t 
Oil our ^tjiii (uwJ ).u>l)L 111.-, unU*..> » iiuml>oi i^f tiia.,;^ liuUpcii 

One. Fctli'iai i)l>jt t 1 1\ <'M haV<* ti l.r mixAc a:, to wlint (1.. 1 , i 

• I al (it \ orhiU'.k . f \\ nil t ,. \> (\i \\ .[\\ i »■. pf* t ( .> ol M» t 1 1 . l a I ol Itwa .u.t i 
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Second, a unified and simplified national organizational striictur|i 
needs to be set up so that we get eflTective cooperation between th<r 
Employment Sery^e, CETA, and other manpower programs. 

I realize tb^ difficulties of doing this, but we are not going to have 
fully effecti^ operating programs until these changes are made. 

The third/point is that the regulatory functions that the Department 
of Laborij/concemed with^- the EEOC, and also the Environmental 
ProtectitEa Agency and Occupational Safety and Health Administra-' 
,tion-^these regulatory functions are, policing operations and, if you 
try with the same organization to be both a policeman and rencler 
services, you find a great deal of reluctance of private employees to get 
very close to the'se programs, and especially since the programs now 
offer very little to tne employers unless thev happen to be in a ^ 
tight labor market. So it is essential that there oe an prganizati< 
separation of the regulation. Fourth, a new progranji^ ne^s to 
directed at inflationary skill shortages. , v ' 

Finally, we need a ietter level of maii^ement in all these progra 
It is sometimes said that the Republicans dou't overly believe 
Government programs, but they do" 'believe in good managemi 
and the Democrats believe in tho programs but t^iey aren't mu 
interested in management. Perhaps what we need to do is marry t 
virtues of both parties. 

Representative MixcHjsii.i 1 w Uo agreeable 'with such u 
marriage. 

Thank you. You have b^n ^oiy Uotiunive in your recommendatioa 
aud obviously you covered a aumber of questions, but I do want to 
take 3 or 4 minutes to make some observations with reference to your, 
testimony and Mr. Wachter's. 

[The prepared statement of Mr. Holt tollovvs.l 

Prepared Statement CdAKLES C. Holt 

Structural Unemplo^lglH^t and In/tanon 

AUh<>ii(^U tho5o hearings are primarily coucorued wiih uvaiuuUut^ policies fi>r 
roJuciug structural unemployment, the issues involved c&u only be understood in 
the context of the larger inflation-unemployment dilemma. This statement will 
attempt, in the simplest terms, to summarize what econumiata now know about 
both the broad and the narrower issues, including ones of program implemenjta- 
tion. U.S. policies are increasingly recognized as far from adequate in dealing with 
structi^ral problems in our labor markets, and Congress and the Juiut Economic 
Committee are to be commended for pausing at this time to make a fundamental 
reassesisment of our needs in relation to present and potential programs and 
policies 

Since the second dccadu ihi^ century, ocotitjiiiiu uudcrrtiaiidiiiK m( 
uiarketft ai^i wage-piice dyn..i0ijs has lagged behind the practical needs A j>o]icv 
analysis. During that decade, luboi econumistu rejected the over^iimplifleci cl issical 
thtrorv as inapplicalile to tht. complexities of the labor nmrket, but only in the 
l&»t decade has morfe ade.^uaij theory been devel.>pinjj; Out* cui . cut policy diffi- 
cidties can l>e partially traced to the failure of economisvi to nito^iut* luicro and 
ni ac ro- analysis. 

When a^^regate demand e.xc {^edd oui capacity , i i i i i-. .i i 

U.J itiilacion rates \)f wages and prices gradually ac« ii.U '\ \\ :y i.it in ..:n6nviiu.(l 
b_\ /educing demand and treating unc^niployincat atul aim k cupital ju^-iuiity, but 
th*. response is very .slow and the process painful t5ii»ce cciHK.iny is siil.jci t 
to li.stiirban.^'c that can induje both infiutiou an 1 Uiiei.iployiuonl, Such a.i tho 
OPEC' oil cat tcl einbarjj;t , it is impoi taut for lUuu. tary and li;<ctd ..t.ibiil^ntiuu 
policies to offset their woisi, oi/etts The tnil.uic. d budj^tt polii )\ vvh.ch currently 
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under debate in Congress, would be economicaiiy disastrous. A^j^ was, the 
OPEC increase in oil prices induced the most sever© US. recession since the great 
depression of the thirties. If tax rates had been sufficfently increased and expendi- 
tures sufficiently decreased to balance the budget, the ensuing severe depression 
would have been a disaster — and entirely unnecessary. 

The automatic adjustment of real wages will ultimately restore a full employ- 
ment equiU^rium, but the adjustment process works very slowly. One estimate 
is that 4 yeaw would.be needed to reduce disequilibrium unemployment by 50 
percent. This long persistence of inv?)luntary unemployment is a powerful argu- 
ment for active demand stabilization policies by the government. However, because 
of the connection between inflation and unemployment, there is no assurance 
that both objectives can always be achieved simultaneously by rejculatinit affwe- 
gate demand. . , v ° 

The equilibrium level of employment is inhibited by heavy payroll taxes, 
myriad Kovemment reeulations. and minerwnrk hiirHona 
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tieither work .lor i iw.iai ,\ 

Ej^actly wh.y im.^mpU /»rj,;u ..1. q i .iiirfia.i . k ,j Ui\ vdi- i cUu iotr- 
stimulation has been a 1 jn^jstin, i. ik% En h'i al ii 1 1[ u .'ticai; JM.aib^tis ol 
sticky wages and aisequiliUria li, . uiflideiUned hi-jli' . ti. tenia and imPorUiice. 
Recent work on Allocatiun Ijy '^job j .vailability" uijirea s l.hat b,. >h employers i^nd 
workers may respond directly, to Ubor market i^nclitiimij measured by the ratio 
of vacancies to uneinployiiient in addition to th,i classiaal wag*> allocator SticTcy 
wages may actually be equiUbrium wages achieved through availability adjust- 
ments. This new way of looking at febor marketii ma#' change our understanding 
of unemployment. Labor markets may settle down to difiFerent eAiilibrium posi- 
tionfe that are eq^Uy stable; a high-wage with high unemployiSnt condition 
could be as viablcfegii eguilibrium as a low-wage with \oW unemployment conditio^. 

With the "^^^M'^Sdfe^^^er economic understanding so critical,-sit is ironic tftat 
the government ha«P^ organized au adequate research effort to support its 
analysis of remeillai^olicies. 

B. Targeted, emplSyiBfterU prograrna 

When aggregate demand is low relative iht. muuber ofr^people who want to 
work, ,then many people remain unemploved and others, because of discourage- 
ment lu looking for jobs, drop out of thefilabcf force. The groups that bear these 
burdtiis most heavily are those that experience frequent spells of unemployment. 
Their joiis do not last long because the probabilities of being laid off or o^ quitting 
are both high. In general, these are people with low seniority, they lack experience 
and aWiiU, and they are confined to occupations and areas where wages and work 
q^uality are low. They usually aic young, women, or minorities. E^iployers an- 
ticipating high quits and short jol) i enure for these groups try to protect their own 
interests hy offering little skill training and relatively low wages. Since employer 
investments in skills fCr these workers are low, firms are quick to lay off workers 
when production declines*. These workers^ respond to low wages, little training and 
high layoff risk hy quickly quitting when slightly l>etter jobs appear or when 
household Work i« larcdni -such poor jo.b» come on ihe market frequently. 

When an eciu.omu- tiowuturn t)ccurs, these same groups tend to be laid off tkiai 
aiid they sufftT uiKnaployineilt disproportionately. Under these circumstances, 
targeted cyclical t>rograius eith, r pubhc service job creation or oul.sidized private 
t'inploynit'nt nm fully juotifirt! to improve income equity und to reduce ex- 
penditures itu iiicoine i.mintt nuuio progrninb that otherwise would t>e nee,K-d 
Becau.-<e su^h pro^ran... tan tari^eted t»n olack occupations and /egioii.-^ i«- 
nationary imp ict p-ininiiual 

S Traininy iAtid ochct tnuu^uu ...jyfomo Ui,tiU<i(PuL .^t.ci,.r..i .... y,... . 

rti»' lUKh uufM.ploV imut f*^ (with ihr i\i;tH,ti »n uf llu: ..jjr J) " Ucsuail} u 

iKui.sjj illy lonf$ (iijrati. n.^ , I u.u-iiiploVM.t nt. HtiUCi, »o h,; effective, str,u . 
iiiipiwvt iuei;t.s uiucit n-.iuc*- theii c|uit and layoff ratc« t.» k^vels clo»er\o tliot.: i>f 
priuir w hitf atiuh nuilrt* T< . ,|,» tui-, n quin.^ incn aniiig th,; okillc and p»oilu< ti\ Jly 
of thr tarKrl t^roup y thai > . an" .nlalify Us liight r p,.yini§, more satio/ving j«.t»s, 
riuachiriK ih.'ir abiliti^-.-s a.^vv wiirf.,ny to \o\> rfquip,-iin-iit.s; lowering diacriiniiia • 
lory l^airi. r-H tt. ttu- l.t tl. r jol, .. in, .^.um.i^ sircniity ugain.•^l lh>off8; ami iuipniving 
work Mliuu.l,n tni. j;.. I., l»y in.Mii ..ti,.uul .^lui-ation ai.d training 
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and by Employment Service counseling and placement efforts. But most tniinlns 
is done on the iob by other workers; so the active cooperation of employers 
unions is essential. ^While there has been some success with on-the-job training, the 
government-employer link still is weak, and manpower^ programs need to be more 
closely tied to work experience. 

In response to the recession starting in«1973, th^ CETA program has focused 
primarily on couq^tercyclical employment progranis with correspondingly less 
effort devoted to training, etc. \ * 

4' Trainin^ and oiher man'power progratM directed (igainst inflation 

The desires of business firms to increase profits ^hrough price increases, es- 
pecially when the backlog of orders is hi^h, and of workers tb increase earnings 
through wage increases, especially when job vacancies are high, create a.st^^v 
inflationary pressure on tne wage and price levels, pressure that is normally 
restrained by economic slack in the form of une^nployed workers, unused -c»»^«*«i 
capacity, inventories qf rawmaterials anf finished goods, and housing vacai 

When the lat>or market is segmented occupaiionalTy and regionally, rather a 
groups of workers in an area have the necessary skills f«w the better paying o 
pationS. In this situation a substantial increase in aggregate deniana tend 
mduee skill shortage bottlenecks, which trigger eraployera to compete through 
sharp wage increases for the limited supply of stilled workers. Often too hi. , 
standards aie lowered, which decreases productiviEty and raises labor costs. T.i 
the lack of skills that contributes to structural •ufteniployment also makes U.i 
ecouoiny more inflation prone as wage incPetuses are folio wed-py price increass?}. 

Wht*n the response to inflation is to incieiu^e utieinployinent, it is induced pri* 
n.tiTily am6ng the unskilled workers in order, paradoxically, 'restrain wage 
incre^ises in the Skilled occupations and regions that are expeiienctng excess 
demand. . ^ 

To resist inflation, thc^ ($ov^iiau;iU clearly shouli Organize training at high 
skill levels and other ne*v' prcgraiiis^ to address the skill shortage problems of 
employers. Cunently we have piogrtims directed at workers with employment 
problems, but we aie doing virtually nothing about thu hard-to-fill vacancies that 
contribute to inflation. j 

6. Current programs art, inadequate 1 

The heavy taxation of earuingo iclativc to' capital a. .a the sulKjiaiAatliou of 
capital investment botn favor the substitution oi capital'ior labor. Also'many 
regulatory and tax programs inhibUg.the fonnation of new businesses, that would 
lead to e/nploynient opportuniti^SS Our inadequate antitrust and antimerger 
polici^ do little to restrict growing economic concentration, which contributes to 
inflationary pressure. 

Counter cyclical ntunetary and fiwcal policjea and" the CETA jpba prograino. 
■have contributed iu employment stability, but the threat of inflation has prevented 
the attainment of labor markets that are tight enough to dissolve structural 
problems. 

^CETA* Vocational Education, and Employment Service pi*/^nia ui the train- 
iug, counseling and placement areiu^ have been inadequate in scale and effectiveness 
to make a dent in structural unemployment. The "decentralized" CETA legis- 
lation never made federal Objectives clear in tenns of desired inipacts and has 
never set up a sampling system for inonitorii.ig and measuring the inipucts that 
did occur. Instead, the fragmentation Df CKTA titles grows, eligibility is ev^er 
more restrictive, and the operating people in the field become increJisingly harried 
and frustrated by federal rules an^5 regulations Diagnosing the employment prob- 
lems of the individnal worker and arranging counseling, ud^UiUion and ttitiiiing 
to meet hirs or her uni^jne needn get« crowded out in a frftginVs^^ed, bnrcaiicratic 
maze of ruU-s und prt>e( dure« in >whith n<> one ha^^ auetfuate time t<' tWnk, ^jlaii, 
analyse, and inanagc. That theae often j>*>orly aoministei ctl prti^^rauis still test 
(>ut tjO give healthy beiieht/Cvist ratios in*licates ihe high potei»tial Ctnitribution of 
mani^wer progratns. 

Xot onl\ are pnjgruin^ altttcii ul .^Kiil m1>.>i 1 whl«u wouM Im .< itiutl m 
i*»*^»peralit>M with eiii}/K>\ er.s absent fn.hi thr Omreiii pieman. ,.iiix the 
uptniting .-^truei Ai'e^ C'UTA luid^the l-.inpluv nit nt Ser\'i**e are inLcreui I \ v\ i-ak 
in ili'V t'litpiug eooper4*tion with ompK>>t <"?s BiisiniwM Hnn.-^ iiutui;"ll^ ^^bv awiiv fioui 
pro^rniii."^ inyoKing exCeSf^ive tv.iA tape ai^J ie^;iilatUni The (^tiiin.iit tie K«i Imo- 
iKkinii: I >f V eltipn^'Ul has fonn.l that ilitugm.itive c'Mt|>h.> t-o t\ii\f int|>4>i i i (,,ti 
trihntion."* inake ti, .-«tMirtur.il i'ii»pi,>s meiil |>i.-l,l(jo.s * .ni \ h( u t li* ir (m'ti\ u.<it 

{jriiiiarii> ,iltniiatit 
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Inflation and structural unemployment will persist until structural reforms nro 
a^fueved bince these objectives are of purajntmntNmportance, we must improx'e 
tne etiectiveness of our ernploynient and training programs and then fund thetn 
at an adequate le^el. The potential is great, but much experimentation, imagiiui- 
tioD, gooa management, -improved legislation, and research are badly needed. 
6. Critical deficiencies in vrganization and administration 

P'-o»>»em3 will n^t be solved and hence structural unemployment and' 
inn.ition are hkely to persist until the following changes are made: ^ * 

^® fetleral objectives of reducing both structural unemployment and 
mruition drerlrjirly spelled out, and good perfornmn'ce at the operatintr levels 
measured nn.l r..wn.rile<i. , ^ e> 



— • — uiiu iM'Wttriicvi. f 

. '2) A unified and simplified national organizational • structure which 
integrates the service delivery operations uf CKTA, the KinployineiU 
service, Vocational Kducation, and the other manpower programs ai"<" 
witnm the constraints of meeting federnl objeetivt^ and performanc.'- star: 
tti'is, assigns adniinistrative n-sponsibilitirs U) suitable levels of the feden 
r^giorial^tate-i-ounty-fity- prime sponsor-service dcUverv system is arhieve 
i runction.i and responsibllitu's should be parceled out aud the structure It 
iM piac- long enough fi>r evervunu involvi:d to learn how to make the syste 
wi'i k. U(ut; heurgani/ed, erratic changes in programs and regulations shou 
l"itilinl/:t,d a matter of p(;lu y rfhe fragmented orgui.izatioiiai st.uctu 
un,i iMuUaaiuiiatratiou of nmnpou., piogra,ms that wo now have are total 
iiiaae(,uate spouses to the iie»Mls ot the country. I'rograin:, are largely n 
one or VVjwjWngton bound by law.s and regulation^ that Usually arr wriiti 
•r pfwplo wJ;i» have neve, a.iuiini^tei cd operating programs The le&uk 
wna nioi ul.. h,u<i productivity currmtlv are at low leV.ils. Needing and wanli. 
results a... I .;ven fiuttiing prognmi^ will not .luffic. . if the organizational strui 
ture tt.u,iim.^fnPtioif;aMd regulatifius con.-jl.itentlv lU-U-at effective action at tli 
working levels. Only if a gtviU deal of power to aet is assignt-d to thr loci 
pior>Ie,n «olvini§ level, can the.^ie piug.an.s \>c .fficlcm in meeting fcdiv:. 
ohjectives and mobbing ^ith the ir^uimate ln,,d agenda.s ofVo^^ rnors ..myor.- 
«u»<l eonunnnitit»s. L'ltimateiN the programs ^m^t be re..por\.Mve to the need 
«»I tne individual worker anil hi^/hcr euiplovuc ihai simply eau'i don. 
Iiwin \Vn,ihingtun ) 

<3} The iubniniiit.in t ..g^uUi...^ ru...ii..o ..i bhOiJ, Ki> A O^^U \ 

^t.' . tue unified, mailc coli Ul. nt. and rte,.arated fr* .ii ervice Uoliver • other 
wi.-*e e:^.sentittl cmpK>y<:r C(U)perAtiun cannot be attaitiod 

V: orj^anliiatlonal r^tructnre i.-iMesignod to pa.a.uLc anA r...iJn.»<. 

I '^'-l solving and joint efforts ii.volving nbt only the v&.iou^ b vcU ui 
S ^''-a^.-nt. c»n.L.a»UNrt. un«l empio>iTrt, i>ut al.-*o unions ajid cc *iiii,uiul V 
•>.^^aiii,:aLiua.. Ke.lcial funds can be rcsponsibl} "nd efficiently spent at local 
-irc^on „uiki,»^ levels, if fcile^ral ol.jfctives aro clew and program impacts 
M|c Uiunitored t., make sure that the objcctu ,m are n.et. The Pre-idcnt an.i 
t "•.gir.M.s should Like thoatL.LUile that they ca.c how the locals do iheir 

l-u^ »o l.,ng ihoy grt the re,siiits the couutiy neetls to reduce structural 
toipu>y»u» nt pr»>blenis and ndlation. 

Nrw programs Miuvd at skill .d.... iaft..., u.o .L.^i^u. a ai..l r.....K.l i-- 
luip .omh..t infhaii>n ^md to moti- ate the p.n Li. ipation i,l enplu.n.'^ in 
term., of their o\>n .-lelr inte.e.stH AcLi\c , o,. p. ration with private einidov 
i-aum.L 1.^ appeals tt> aKnii.^ii tduiio Kmpb-yer ^operation haa'uot 

'^•t-u a pr. bleni in locJd bu .-i lu.ii ketfl That iiaVe low uucmploy iuent ri.li-- 
•UL liwt ,j Lh^■ .)JT piwy.am:, liaN e a.ticely hel}5ed cmLjoyeri 

wiin tn,-,i r»-cMiitiii^ pr»'l'K-in.'^ 

ipleu.rnti,.^ tb.-.-.e m.ijt.r cb..n,. . ...,d d.. ......... i , 1,,,^, li..., .dii... u.l- 

. H- iiro.....aiy un»-c e«icun.r> L.tui.imi A.li..,d> lU wl,,-!. ibci Itw.-miul 
;■ •; .i'ntina that u,. ba e m> -tb... . h.i ., ^.^ tl.c.tru . t u. .d p.oble.u^ 

m ti lal»»», ipaiK.;t and the cMln .U ..ui j., ..1.1. in. tbat l^.v^ .u.tu lllem Tl.. 

J».int iMna. iiii^ l\. iimitti.-.- in ^vH.Iuk -Ii.' , p., I ,r.,i..v,t...i l.v t i- i 

-Pk; i tU..lt> t., » ,>:,i.dl.i». llu- . .,vve/ .,..liev ioaU.;S*..ud U. pui..t Ll 

rta; tu.iar^l (hcl. ,u mt. 
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Note. — The author has available a liating of references that t>ear on the pointa * 
diaciiflsed. above. It is available on request from: Bureau of Business Research, 
University of Texas, Aijstin, Tex* 78712, telephone, 512-471-1616. 

Representative Mitchiuul. The first observation is it is most 
tlistjpfessiiig to me that somehow or^other we have tinned the fight . 
against inflation to wjiat amounts to a holding steady or slight in- 
crease in the rate of unemployment. That seems to me tb be an analyti- 
cal point. . 

We have talked ah^ut the work ethic. That has been a part of the 
backbone of this Nation and suddeMy we reach a point now where we 
say 6 percent is really acceptable unemployment, you wiU never get 
bel low that without increasing; inflation. 

1 don't want to take that kmd of pessimistic attitude. I think 
can have every man and woman who wants to work working in \ 
colmtiy without fanning the fires of inflation. We are focusing 
muoh on inflation, that we are treating the unemployed indjyiduS 
an expendable item, and^I think that is wrong. 

I think this attitude is in absolute contr^iction to what*t 
Nation stood for. 

The second observtition — I suppose I have broken the law* 
occasion or at least bent it in the sense that I go home every nigi 
ami ueople pound on my door looking for jobs, and I will send the.i. 
to jobs whenever I can. Many jobs are with small contractors, and 1 
find that they are paid $2 an hour. That is less than the minimum wage, 
but the people that I send to those jobs stay on. 

I am making this observation because I tend to look askance at 
statements that say that people will not work for low wages. 

Maybe Baltimore is a unique situation, but I know darn well that 
for any person I can get a job at $2 or up in* Baltimore, they grab it. 
I don't think my city is that unique, and I thinftit is unfair to main- 
tain that people ^yon't work for a certain wage. * 

Certainly the structurally uneinployed will, because they don't 
<;et unemployment compensation. They w^t somethLpig. 

The third is with reference to the private sector. My background 
has been in public service. I ran a CAP agency at one time M^hen we 
were under the old jobs program, and I don't hesitate to say before 
members of this committee and these witnesses, that by and. large, 
public jobs are created because of the failure of the private sector to . 
address structural unemployment and other types of^ unemployment. 
Now, I know there may be some exceptions', but, frankly, the Na- 
tional Alliance of Businessmen — I think it is a hard process for it to 
put itself back to^^ether again, and I hope it does. I think it has a 
contribution to make, but I am convinced that much of the structural 
unemployment that we now see is based upon the private sector's 
unwillingness to ttn kle> this social problem with the Same zeal as they 
attack the problem of making px^ofits. This brings me down to my 
last observation and oiie quick question. 

We have skirted arouucl or talked ground ull of the vmioua reasons 
for black unemplo>ment and. as I said bef(,re in one of our previous 
committee meetings, I think the matter of racism, or rucial dit,crimina- 
tion, is there. I believe it is a normal ten<iency when the^ have a lot 
of people askmg for jobs and the guy at the nuing gate la white, for 
him to pick up the white person first. 
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PeFhaps that is just natOrad and normal, but I don't see how in the 
world we can avoid' treating this factor of racial discrimination. I 
think it does contribute to the structural unemployment and cyclical 
unemployment .that is experienced bv many minontioH, 

Now, having 5^that oflF my ohesC I woulil llk^ In mhIh I Ihivm tfot 
it off without givihg ^ybody kn opportunity to rebut me and I 
deliberately did it that way. 

I would like to put one cjuestion to all of the panelists. 
There has been a lot of discussion about the rdevance of wage rates, 
to labor market behavior. Mr. Johnson, I think^^i alluded to this. 
You inferred in your statement that certain conditions, such as rigidity 
of wage rates, must be present in the labor market in order for 
programs to be effective. , 

^ I would liko to get a comment from all of^ the witjflbes on this 
would like fou you to expand on the different types cPilge rigidit 
which impact on structural unemployment programs, Loping that t, 
y committee can get a kind of precise view of where you airree and cl 
agree, so that we can arrive at a point with reference to just that o 
small^problem area: 

.AJl tour gentlemen, please. * 

Mr. Wachtbr. May I staii off b;j^ addi c6sin^ >oui .j»icoiiou i.. 
indirect manner by eoing Back to your original stateuient? 

Representative Mitchell. 1 thought 'you would find the opp< 
tunity. 

Mr. VYachter. I hope you ut;ree with me oii iliis. 
. I am not suggesting at. all that society should maintain a pootu 
that 6 percent unemployment is the best we can do. 

In fact, the stress of my argument was precisely the revei^e, it 
with the current policies that we will be stuck at 6 percent unemplo 
ment in order to maintain stable inflation. In other wonls, if unet 
plo^ent is reduced much below 6 percent, with the current kind 
GETA progiam that we have, 6r at least the CETA prograin we had 
a year ago, the result will be accelerating inflation. 

I thi.ik that we can make substantial progress in biuigin^ ilown tlmt 
6 percent unemployment rate, but it cannot be tlone in the context of 
expansionary monetary and fiscal policy. 

The stress of my argument was that when we get close to full c.u 
ployment -in fact, even before thai -we should begin to locus funds, 
not on those parts of the labor market that are already well heeletl, 
but on the pockets of ongoing high unemplo}'ment. 

I am not at all satisfied with tho 6-percent unenij>lo>uicnt rule, 1 
am i<ieutly ilisCressed by it. My fear is that the current policies woL t 
alKiW Urf to go below '(> percent. 

^ RepretHJKttttive MitohE^l M> j.iobleia d.ai vnI.ui n...^ I.,, « 
vaJid theureti( ftl approach in lermi. of the rtUt. >ndhi^) een neu. 
ployment aiul inflation has been pe/vci ted to the point thut it'u now 
a slogan w hi( h states one caimot letlnce unemployiaent vitho.it tmving 
an impact on increat»ing inflation 

That is Luy problem. [ undersi^,..! vli.w . . v iti^. i . i 

theoretiiiai fn^rtie of reference has Im mi tu ioit <i \.y far ..Lu.y 
eople to uiean that it is all right if ac .itay at 6\hir. j^nt ii, ici to 
ght iiifiacion 

Ml. WaCHTI!.!. 1 4l II. K th.,t ihc ll,.»t . .A , . 1,, I (i 1 

4al)Je utt) reeomn. nJiii^'. u th.it a 5 u£ nu ve I. w » \ un.l . i "t.=. jl 



conservativifl^/V we. should ^ot adopt 6-percent unemployment as a 
tftTjeet. ' V/ ' ' ' ) , 

Whftt wo baVe to dp is to many^fiscal conservativism yfifS^ the 
Jibtion^at structural .policies clin work to lower unempIo3rment in a 
' nonlnflationftry fcon^ext. But wg need structural policies to lower that 
uuemplovment rate. Presumably, tte old cyclical policies will be voted 
down as Demg inflationary/ • . » ^ . 

R^Jjesentativo Mitch^i^l; Could the panel address my previous 

This, is an intriguing area of discussion, but my* colleagues have 
other questfons. . . 

I would like to-hear your coniAents about the structure of wage 

* rates. I would urge that you respond to that in order to give Congress-^ 
man Brown and Senator Javits an onportunity to ask questions. 

Toidcl you hold yoqr response Tdr Just a moment, Mr. Holt, because 

• I think it is imperative that we give on opportunity to other members 
of thpr committee to get in some qUestrons. 

Arfe there 'any Comments on the qi^tion that I put to all of the. 
^^mbers of :jliejl)anel ; that is, the lelovance of wage rates to labor , 
market behavior and the Various typeB of rigidiUes? 

Mr. Holt. Well, George Johnson brought the concept up first. I 
wouUl like to say somethiog about it. 

. Mr. JOHNsaN. No; actuallj^-Dpn Nichofs brought it uj) first, but 
vhat Don Nichols' view was is that there arc some grou|)s in society, 
'some*groups in the labor market,'who are in labor markets which, if 
^oii increase their employment, reduce their unemployment, does not 
add significantly or at all perhaps to the inflationary pressures; that 
is^ that there are some groups in the labor market whose wagei Jates, 
the wage rates for their jobs, for a variety of institutional reSbns, . 
afe ejeared to other workoi*s. j ' •, 

. ' Now, some of those institutional reasons would include, of coui*se, 
mmimuni wagis legislation. Oth^i-s would include unionism, behavior 
by efnployei-s such as they don't want to pay wages of $1.15 to some 
people in a market. ' . * 

V I really am the one who stressed the importance of wag<r> rigidity 
and this is consistent with "what Don ^ichols was saying-^that 
employment policy ^gairi will he most effective if it is geared to those ' 
individuals, to those groups who are not in Uie mainstream of t^he 
infiation process. • , ' ^ . ^ 

Representative MncHKLL.-OtHer comments? • •. 

. Mr. Nichols. Yes. 
. As an analytic point, George Johnsoi) is right that if^you tty lo 
increase the' tlemand for employment regardless of the grquteifert of 
it will go into wap. increases, pVrt of it intO'employmet^^tnncl^hSs. 

As an empirical point, however,^! was arguing that in the lo\\l^ige 
occuVa?tions, it appears that you can increase th^ emj^loymentlevel 
withoiU a significant .wa*re increase. Now that, is an enijHrical stt\te- 
n^eftt. vThe data seem to mclicntc th^ifyou couhLincrcase empl<pyment 
without running into wage pressures, • ".^ \.' ' 

But a^n analytic; pointy. George |jainson jS^ M-i^ht ^that it has to 
be sonie cbmbination of these t\Vo., TM|possibijity of reducing uriem- ^ 
ployment with structural programs* i^est in tfiose markets^ where 
It is possible to increase employment without increasing wagest T4iat 
IS the proper analytic point.* T . 



4 I made thepoiht that the data indicate that it is possible to increase 
employment m low-wage occupations without ^igniflcant effects on 

Itepiwntative MiTplVLL. Mr: Holt. 

Mr. HoLt. The niodikssioal theory says the answer to the unem* 
ploym^nt problem is that when an unemployed person wiU bid dowui 
wnp:e8'will continue to fall and ultimately sofnebody will hire him. 

It has been a puzzle kicking. around in (Bconpinics for 30 or 40Vcto 
as to why wages are so sticky and why this adjustment process do^ 
not occur effectively.- * ' ' 

\Ye know that unemplojrment is not a self-solving problefn, other- 
wise we would not be having this session so a lot of recent work in 
eeonomib theory is essentially taking that disequilibrium and simply 
saying that it does not hf^pen and then trying to go on and understand 
what this'disequilibriuni ecoilomy looks like and how it works. 

Some very recent work that I nave been involved in indicates that 
people in the labor market may be not responding to the wage rate 
that' is offered them as much as the availability of j.obs and that in . 
fact both employers aiid workers may be responding very directly to 
conditions in the labor market, how long it takes to find a job which 
influences their tendency to drop out and whether they tti^e jobs and 
so on an4 to the extent that tnis is true^ ^hat we may have been 
interpretiiig as a disequilibrium situation that ought to equst, i^flEtct,' 
may oe an equilibrium situation. 

^ There may be a whole series of different equilibria in the economy 
that are equally stable. This i§ an example of the need for a tetter 
^ theoretical answer. We are basically using; the theory that goes back 
to the hist century and it does not work in the labor market because 
of its complexity. We bjadly neAl a lesser deal of theoretical and 
/empirical arfewers to that question. 

Representative M<TcfaELL. Thank you. 
\.\fr. Walter, did Vou hlfiye a comment on that? . 

Mr. Wa.c?hter. T think I have been over it.'I .will pass- 
. Representative MiTcjiBLt.- Congressman Browo. 
Representative Brown. Thank yoiT, Congressman Mitchell. ' 
Both Mr. Holt and Mr.*Wachter use the analogy of mlarriage, and. 
^ I jvoiikl like* to keep both hahcls above the table and propose to ypu 
^that you might look at a program that I have put into legislative form 
that I^thinl^ cares enough to mee.t the Democratic standards, although 
* I must jiay^that I resent that insult that; the Republicans don't ctfre. 
I think it is direct and complicated^ enough to be operable linde^ a ' 
GOP standard, and for Congressman Mitchell I want to say that we ' 
= i^sent that part of your comment, too. . 

L^t me say that i want to make a general, comment and then ask a 
^"^^ouple of questions, too. x*^ 

\ I want to |ump to Mr. Holr about a couple of ithinp:s. I would ai^ue 
' perha|)s that the QPEC problem was Hot a demand problem. 

There was plenty of demand at the tipie that the OPEC situation 
occurred. It was a tax on all of us until we killed off demand and killed 
off job opportunities. 

. I hate fo dse any term to define myself as an economist, but I have 
ihe capacity as any good politician, as I think any intelligent economist 
<loes, to mofe from one category to' another as the circumstanced 
change economically and socially and politically. 



'v. ^ - .'■ 53" ' ' . 

I li4ve. the feeling that if we oould reduce the burdm of .taxes, 
regulation, and a lot of other things — ^not th&t we doki't^eed the tax 
. moni^ lor certain good purposes^ not that we dqn' t need the regulation 
for certain goidd purposes — ^we could hire more people iu our economy 
and wa could improve our. economy by modernizing and doin^ an 
awful lot of other things that We are not now doing in the private 
sector because of what the public sector is taking away from the private 
sector in th^ way of discretionary capital to make these changes. 

tl have got U whole long.tlist-of things that J would like to do In 
at regard, but I don't think that is tpe function of this hearing, i 
We addrfiss that issue in other hearings and so in a way I disagree 
with you and in a way I agree >^th you. 

Now, having tajcen thatlfirm stand, let me just say that I think 
one of' the problems is that structurally Unemployed youth and 
structurally unemrrtoyed women and structurally unemployed other 
people are generally-iiot covered by unemployment compensation. 

The skilled employee can take time in finding a job because he has 
full qualification under unemployment compensation to find ttiait job, 
so the fact that he is out oi work for 24' weeks, he is not quite as 
desperate as the unemployed young person who does not qualify for 
unemployment compensatil)n. 

. I_}uat_want_tQ. ask this question:. As the young moyeJn and out of- 
the job,. Mr. Holt, you seem to be implying that th^ir time between 
jobs is shorter. 

If that is in fact what you ar6 saying, that does not seem square 
with the 1978 statistics in which 36 percent of unemployed youths 
were unemployed for 15 wSeeks or longer. 

You seejoi to be talking only about those youths who are measured 
in the labor force, but there are many discouraged people whose 
unemployment may be 50 weeks a year; they just are not making it 
very often. into the ranks of the employed. * 

I would urge you to check into that and see if you would nol at 
least in some slight way modify your position. ' 

So. much for that question. ^ ' 

I won't press you for an answer unless you want to commen't. 

Mr. Holt. Well, I agree with virtually all you said. I intended no 
insult to everybody but rather a joke. 

Representative Brown. We are easily insulted and easily accept it 
as a joke. ' 

Mr. Holt. I was not talking about the activity of4he Congre$s so 
rftuch as^he administrative aeenw at that point. 

Your interpretation of 0PKG\1 think, is quite right. ^ 

Representative Brown. I don't want you to talk about that. 

Mr. Holt. In examining the duration of, unemployment statistics, 
you need to look a^ tlie duration of unemployment for the other 
groups in the labor market. . • 

My impression is that youth unemployment tends to be somewhat 
shorter usually than the average' unemployment of other people. 

That is not to say that when you have a very slack laoor marke't, 
sckne young do have in faot long durations of unemployment, but if 
you want' to e.xplain 'why,^foq|^xample, whop the national iinem- 

Eloyment ratq. went dowii to something like a h&ppy level of 4 percent, 
lack teenage girls would still have an unemployment rate of the order 
of 31 percent. Most of the e^lanation of*that high rate of unemploy- 
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ment would be associated with the high turnover of that, group and 
going back to Congressman MitcheU saying that they would irrab a 
low-wage job q[uickly. ^ & 

I think that is true, but i;tfiink you would be interested in following 
^ those jobs and seemg, afteithe person had been in the job 6 months, 
. ho\V long he was there. \ j 

When you need a job desperately, jrou take it, but you may very 
the f^Uy^^'"^ very A^ngif the mcome is not adequate to support 

RepresentatngfiPR^^^ -WeH; T ^a^hink the labor market is not 
adequately addressed by the statistkil^ we h^ve avaUable to us, 
and that is the oroblem. , >A 

iu ^^f^^xt^' saying abou,t withdrawal is certkinly true. 

About half of the people that quit a job go into unemployment and the 
other ha f of the people leave the labor force, and half of the people 
roughly that are laid off, about half of. them leave the labor£>rce, so 
that there ^ a tremendous flow back and forth between employment 
and ainemplojTnent, but there is an equal flow out of the labor force 
anil back into the labor force. 

Representative Brown. I would agree that there iiS that flow both 
ways, bat I would disagree that it is equal. 

I think there are those people who -are stpueturally- unemployed, 
who will never get out, and we ought to try to ad'dress- some of those 
people^hey ai;e a very different breed of eat from the c^uy who is a 
weltl^ and he is laid off his welding job after S years because of the 
temporary recession and he can afford to-take 24 weeks to look for a 
jbb because wehlers are always pretty much in dema'nd, * 
Mr. Holt. Thajis true, but that will turn up in the turnover lidk ' 
Kepresentative Brown. Let me move'on to .another questio^ and I 
want to place this quesetion and make a list o£ the things that it seems 
to me you all have been saying and ask if^ou have anything to" add 
to It or to take away from it, and then I wilf conclude. 

it seems to me that as we have moved from an industrial to a 
service , society, we should have been able, to do better in dealino' 
with the structurally unemployed. We have less linotype operators • 
an(l more typists. In other words, the skill level of a highly technical 
society.is lower and m another way we have moved^ft;^ the French 
chef to the McDonald's hamburger cook. What saying is we 

have moved from the linotype operator to the McDonald's' hamburger 
cook. We are a service socieby as opposed to an industrial' society 
and. the jobs tend to be simpler in the natifre^of their work and yet 
wo still have just a very basic problem of structural unemployment. 

iNow I think that does, tend to confirm ta some extent what tay 
friend, Conpressman Mitchell, says about racial bias and some other 
things. I think there is another factor, however, that llworry about- 
well , a couple of other factors. One is this sort of siistained social 
development that we have which is beneficial to ourSociety, but in 
some ways does raise the wage at M^hich you can get somebody off of . 
that social sustenance program and into the work force. 
^ Also, there is the problem of a certain stigma attached to certain ' 
jobs ^nd this prevents movement from unemployed to. employed. 
Jobs.'^uch as domesfcicfe, janitora, garbage cpHectoi-s, even housewives, 
a:il are .wr>' important to our society, but now possess a certain 
social sfctgma that prevents people from moving into these low-paying 
wage areas as was once the case. 



0.8 



ERIC 



I make that comment without further editorial asides except that 
it is,.! think, a factor. . '* 

So' the kev ought to.be a concentration on training. I want to cite« 
final example, and that is, I ran into the other day a veiy fine-lookinc: 
young man, healthy, bright in his cdnVersation, attractive, who had 
been trained by the city to be a city fireman and had run out of his 
money for OETA training. T^e only trouble was when the city 
fintflW hired firemen, they had trained so many to be fireman they 
could only etiploy about half of them. It seems to me the joke is on 
him except it is not really very fundijibo him. 

That is« where it falls clown. It is^«Pmister, enervating and a cyni- 
cism-making kind of problem. 

Finalljr., Jet me list what I have gotten out of this hearing so 'far 
a^d ask if you wpuld agree with this X>r add anything to it. This is 
the question and I apologize for going mto my preliminary comments. 

I want to siiy something to you; Air. Wachter, about tax credits 
being successful. I run a small business and my accountant discovered 
I was eligible for the eniployment tax credit. I know that is Senator 
Bentsen's program and 1 hate to hit him with that fact, but maybe 
General Motors has a tait lawyer who knows about the tax credit 
but in most.small business and in my small business we didti't know 
it until the tax man said, -^Oh, yeah, you-hired two additional pe6ple~ 
and you get a tax breyc.V ^ . \ 

I really l^nk' that you may be whistling Dixie a little oi> that one. 
The Hst:^j[haiy6 says t-his*: Fisr^l ami monetary npiicies tb e^cpand jobs 
are in^portiirit ; iio\yev^?r, it is nor aii is^e^^en ileaiing with the struc- 
tural unemployment problem.. We ^all a^ree that something ought to 
be (lone to mal^ the general economic condition good so people are 
looking for job^f-* ' 

The most significant issue is ttial traitiSng is the key to moving a 
person from the structurally unemployed itito an employed status. 
Another^item I ^et is^that the private sector involvement is also 
vvital.as well as public ^sector, \\iich .fijjs in the gaps in the private 
sector when we have the dowTxturri of the economy. 

Third, that vpti have to aim the progrtun to tne structurally-and 
socially imemfnoyecl through the raeasijre^of unemployment compen- 
sation benefits. F^r the ineligible eraiHoyees, this measure ought to be 
the significant measure of a (jrogram for those folks that we are 
worried about. Alao, that you have an effective intermediary to match 
up the unemployetl to the job which is available. Sometimes that 
requires a social engineer, teach him how to apply for a job, teach 
him how to di»ss when they have never had any expenence, but 
nevertheless somebody who really has the sincere capacity to do that. 

With all, due respect I don't think that it is often the U.S. Employ- 
ment Service who sits there-and mqstly says, "Next." 
*. Then. that:|t.]^e program really ought to apply to' all wage levels 
because the Mructurally unmpfbyed are primarily low-wage, em- 
ployees, limited-skill people, but there are those rare cases which we 
discussed earlier where yo\i are dealing with the Boeing employee jn 
Seattle where you really have to try to see if you cannot have a pro- 
gram that can get them out of their sort of peculia^^ unemployment. 

Finally, that the program should be direct and easily administered 
and it is as nbnpolitical as you can make it. 

♦ Would you have anything to add to that? Wduld you disagree with 
any 6f those, and if so, please advise. 
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Mr. Wachtbb. Let me start off by agreeing that a list focusing on 
training is the key. I think it is right on target in terms of structural 
pohcies. ' . • 

I was not suggesting thai we increase the legislated market wage. 
With structural policies the cost of being unemployed would increase 
due to the- increased skill of disadvantaged workers. The increase in 
skill woyld cause market wages for these groups to increase without 
^ mflation. ^ 

Representative Brown. Do vou have to do that before he enters? 
Could you not conncrct a low^illed. employee with the job? 

Mr. W^CHTBR. Yek . 

Representative Brown. Then in some way encourage that connec- 
tion so that he would then be trained on the job for the job. 

Mr. Wachtbr. Precbely, and lhafc is why I argued that we had to 
move^way from public sector training to private sector training 
because that is where the new jobs are g:oing to be. The public sector 
is not expanding currently in terms of jobs. The training should be 
■ locatecl,a3 close to the growing job opportunities' as possible. 
. Representative Brown. So in any newspaper plant I don't train 
hun to be a linotype operator; but rather, train the person to be -a 
stenograph operator so they can type the tape that goes itito the proc- 
ess that we use now and then keep them on the job after they Wtb" 
that training. 

Mr. WACHTEti. I would not be opposed to a firm training 3,000 
welders when they only needed 36. If they have a program for training 
welders eflBoiently that is what is needed. Other firms who need welders 
can hire the extra workers. 

iRepresentative Brown. I, in turn, am not opposed to training 6 
firemen to fill 6 rather than 24 jobs, 

Mr; Wachter. That is right. The only area T dbagree with you, 
-but I thmk that it is a terminological disagreement, is over the 
importance of focusing on thtf limitations of monetary and fiscal policy. 

If we ar^ willing to take seriously the notion that we don't want 
. accelerating inflation, then it is important-to locate the unemployment 
rate cutoff, whether that be 6 or 4 percent. At that point, the ecoijomy 
should move awajr frAm any further fistal or monetary stimulus and 

focus on She creation of more human and physical capital ' 

i. Representative Brown, I think that 'is v\tal, too, but I think if we 
-play/around with this hearing, we will all go bfl" chasing butterflies and 
not talk about what We came here to talk about. 

Mr. Nichols. Let me disagree with one thing and that is the 
emphasis on tniinin";. I agree that training is important, but I don't 
think that this should be taken to mean you don't receive training on 
a PSE job. The data that we now have of people w^o have passed 
through our prpgnun indicate that- people who have been on the PSE 

Jobs have as big an increase in their earnings as the pfeople who have 
>een through the training programs and the* jobs they get are as. good 
last as long. ^ 

This' would, sufxportt^^SE proiframs as a wa/ of giving them the, 
basic work skills. I just want to say that your ei/phusis that training \^ 
the key should not mean in a programmatic sense that we must do 
away with the PSE. * ^ • / ^ 

Representative Brpwn. I don't want tb leave that impression either. 
J think that public service jobs need publiq. service job training. \f 
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The ^tmmy for instance. I don't know where he is going to go to 
work.anQ find a private j^n although it is not imposaiblei but as a 
city firdmatt the program did not work right. Frantjty, the downside 
of that^does no^eem to me to be as great for the'nnmicipal training 
program admintttrator aa it might be for the private sectOT training 
program administrator, bat I won't sustain tnat argument beyond 
]iii!(t observing it. 

I think it needs to be very carefully managed in each case anci train 
the person for the job that really eiqsts whether in the public or private 
sector,^ and I think there may be very many jobs in the private sector. 

Mr. Holt. I would agree with your list, but my only qualification 
would be to put- more stress when you l^lk about more training for 
all these levels. Currently we know that to increase the stinaulus to the 
economy much below. 6 percent, we are going to get" an inflation prob- 
lem. The- American people in terms of response to policy and so on 
indicate that inflation is a very high priority. 

So if you look at the Humphrey-Hawkins objective in'2K yeara and 
cretting down to 4.6-percent unemplojTnent, that is simply not doable^ 
unless we decrease structural problems. % 

I would like to focus on the two facets of the structural problem. 
We don't have enough funds to train everybody and deal with the 
whoJe labor market, so we need to focus on the inflation -tod - dis — 
advantaged workers. We can do both of those and we*'are currently 
doing only the latter. - 

Mr. Johnson. I just would like to disagree with the list and also 
with Charlie Holt to the extent that you cfanot treat everybody on a 
training system. The engineers in. Seattle, for example,f«r the teachers 
who didn't get good teaching jobs and whatever. Yoti cannot do 
everything. I think that this is ah ideological assumption. 

The reason we ought to focus limited resoul-ces on the low end 
where the income distribution is because the })rimary' questions that 
we have been looking at have to do with the effect of l^hese programs 
onr unemplo3rment rates. I think that especially training programs 
probably have a mufch more important impact on^the opportunities 
of mdividuals in their later lives not to be employed, but rather, to 
earn decent incomes. I really do think that you dpn't want to tiy to 
«over everything because the system is such that the people who 
\vill be iftovered will be the people who don't need to be covered. 

Representative Brown. I support that, but at the same time our 
big problem list, as we all know, as my opening statement indicated, 

in tni» s*ru.cti^trally unemployed area » 

Mr. Jom/soN. I say they l)ught to be separate pro-ams. You\^ 
don't want to mix up too many activities because we-^^st simply 
may lose sight of what I think is more important. 

Representa^ve Brown. Unless the program itself can do it 
soimaly, I wowld agree they ought to be separated, but I modestly 
said I devised 'sf pjo^am that may be able to a little bit more of that 
and that is the marriage that I ain trying to make here with my friends 
on my left. 

Mr. Holt. I would by not putting it in the same progran;. I think 
that y6tx need a new program. 

Representative Brown. I will send it to both of you and see if 
you can agree. 

^Representative Mitchell. Senator Javits. ' 
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Senator Javitb. Congressnuin Mitchell^ I shall be very brief, ba£ I 
coih6 this morning to remincl the committee that according to an 
4imendment sponsorea by myself,' the dommittee is asked to report 
by Public Law 95--524, adopted October 27, 1978. that law asks the 
committee to report expremy on this subject which we are discussing 
in this hearing on^ before March 1, 1979. 1 would, urge that tiiestaff 
deal with* that' particular subject at least by that date cfr^'tit the 
worst, in our report which is due on March 15 anyhow. ; , * 
It iaour owi Employment Act of 1946, which VJ^e amendefd-t^at? way. 
I, have just one factual question to you, Mr. Johnson.^ ^ it^^ry 
I was noh here all morning. I think the test,inH>ny • ^ - 
useful. As you all know, I had a lot to do with the Je^ 
CE3TA program,, but when you speak, Mr. Johnsod,'iil:; 
statement of '*mv analysis'' and then go on to draw-^ycku 
My-stafT wondered whether .that included aa anaJy^II^ 
happened tinder the law as we amended it making 
attractive or was that an analysis. of the old? 

Mr. Johnson. No; it was not an analysis of specific jc.,^. 
but rather, of the underlying behavioral assumptions 1^^^ 
would come to those conclusions.^ . - y'^?^ .*" 

J? Senator Javtts. Second, I wo.uld like to ask Mr. Nichols \^*her" 
he has taken account in his statement of the fact that we maAclgfed 
a quotient for . training which by 1982 goes up to about one-fif ft of 
•your appropriation in respect of CETA job^: We have actuallyiifaan- 
dated that m the law. Did yott take account oHhat in yoor^estSnony? 
, Mr. Nichols. I don't think I criticized it in any way. » ** 
Senator Javits. No; I say "take account of." I didn't -sav 
^'criticized." • | , ; . 

Mr. Nichols. My analysis dealt with occupational groups,- not 
prcl^ammatic. 

Senator Javits. But it is a fact, is it; not, that we have provided a 
very large amount for training specifically? 
Mrf Nichols. Yes. 

Senator Javits, And that that is a great improvement in the CEItA 
program, isn't that true?. 
Mr. Nichols. I a<?ree, Senator. 

Senator Javits. Turning how to Mr. Wachter, his testimony inter- 
ested me greatly because of his conclusion, which is that we can have 
a very grave limit with what we can do with fiscal and monetary policy 
and that, therefore, we have to have some other way — that is correct, 
is in not? 

Mr. Wachter. Yes; that is correct. 

Senator Javits. And this is another way, is that correct? 

Mr. Wachter. Yes. 

Senator Javitb. Do you or any of the others* have any suggestion 
for what we coiild do other than this kind of a CETA employment 
nrogram which; would give us another outlet, another opportunity? 
We have tried, now tax indulgences, which Congressman Brown has 
spoken of. We have tried CETAf'of course. What else can we do 
which would givQ: us the same noninflationary* opportunity, to deal 
with heavily impacted unemployment? 

Mr. Wachter. I think a couple of programs I would advocate, 
some of tl^m that you mention, vastly improve the program. I think 
we sljoultMb more than that. I think training really is the key. The 
# *^ 
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ctd!Mi{£f""t/K?' CETA: program, especiaUy for the counter- 
cytlical has been, if anything, counterproductive. 
.hZ^'^^W^ that the new job tax.credit, if given more of a 
chance, Tnlht prove to be succcaafnl. =T f.hml- Aof ™"n„ '„ 



chance.Tflftt prove to be successful. "I think that there reaJly 

n vK*^ ■ ^''^t^':; '''^" - tax credit t?SSC 

'kLt ^ disadvantaged workejB. I think that has not 

neS todo moiJ^"" ^'^ tremendous potential. I ^hink we 

Senator Javits. I noticed mth great mterest you said, Mr. Wachter 

S action ofVF^l^r^ '^"'"f °^ " ^^'^^^'^y- ^.^rastic 

reuuccion of l^E slots may again be contracyclical." , 

In short, we now confidently expect the slowing of the economy; so, 
sn t It a^fact that we had better have somethini better to install:*!^ 
%S^W ^^"^ '° 'T'^r the di^placement^f the PSE progrW? " 
timJ fn^f ^ ^^""J" ^'^ "^"y be t^e most appropritJte 

I » u ?i ''^^^ adjustments in the CETA proCTal 

stS fj?^'"" t program over the long run aJEit 

' fnd not so tfnTn J*?' °^ fundm^ should be more^r less constaAt 
Wem whLh P down. to meet cyclical needs, because the real pro- 

Ivn^fn i'*" "t''"^, yral exists dunng good times ^d bad times, 
been mv hf*'^'"^- ^' '°"Tfu^ "^u'^? with you and vou know that has 
noHhe^tpte "i^^^^^' ''I'^li^e refief content to the 

Npw t'le fact IS that the cities-and my own city of 

ou7ti?le VT P e'iimpl^-would have been paralyzed ^th- 

^Aay'^^kiinPngThe'S''""' countercyclicJ|U ju^t another 

thi m,rHnn ""Ir" tiyWSplkin it or beg 

tne question m any other way. That was simply a eoine niece o? 

rthis^Lt° rk''- ^^^^ program,, which enable! yo^u^tS soak 
ices h,,f^ /Jf "^".'^''}'?T''P'''.T°'"^«'^ '° '^a"^ on these serv- 
ntmo.r pffn * ^ thoro"gWy agree. and I ^11 dedicate my 

. utmost efforts to the structural part of the program. 

Ur fnhn f '■^''"^ ''^T^^ ^ would.be very much obliged to 
•Mr. John.son for noting what will be a very real fact 

m.irh Sll -V^ the minority unemployment of youths it would be 
i7it is nnffK ^ we didn't have some kind of a pro-am to install even 
II 11 is not the optimum. « 

«nvf h^;^^ P°'?'t ^^'"^^ ^ to make, gentleHrenTa^Jd 

Ijr^LL!^' '° ^"'P ""^ ^""'^l" ^ think most Jf^e. Do 

grtiras?^^^''^ ''"^^^'tion as to installing better other-pro- 

nlo't!m«nJ''^ sai(l ,,erhaps elevatingvoi.r training t/higher levels of em- 
o SLn^ interested me very frreatly, aiyfl will do my utmost 
i.mhff K efToctive suggestions. I ^var^e.t you to realize our 

that th^t Ts dail/ ''^"^ something with nothing and 

it flkp^''"".'^'' ^^f"^ P^?P'? ^^10 havp got ti do something everjday, 

th,.f «-e ht*l^k"- ^^'^"ted to ad(Uwo otheVconiments. The first is 
irfnL hTt T"f"'^"''"l '°'^'y labor lihi^ket programs. There 
mpnt n . remedies outsi.le the labor^ltri^t, "One of t^em" 

tm^n « specifically in mv prepared statement is inc^ased physical 
*npifal accumulation would be a big help in lowering structurfl unem- 
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ployment and raising market wages of individuals. The rate of pro- 
ductivity growth^ in this country has been dismally low for the last 
decade. Much of the problem orginates outside thej^l^tbor market. 

The second comment is to encourage exports as a way of increasing 
employment. , ^ • ^ . 

Senator Javits. It is a big babv of mine. I just did a b^ roundup 
on productivity on the Senate noor tl^e pther day. Believe me,- 1 
thoroughly agreee with you and we will try to' keep our eye on all 
those balls. . 

I thank you all very much. I ana sorry that I didn't hear the rest 
of what you saixl. 

Thank you, Con^essman Mitchell. 

Representative Mitchell. Gentlemen^ of course we are apprecia-. 
tive of all your contributions. You jiave been Vfery patient with us. 
This has been a lengChy hearing and it has been indicative of our in- 
tense interest in this area. > 

Thank ^ou very much for your suggestion about a marriage and 
other intriguing suggestions. ^ * . 

[Whereupon, at 12:35 p. ni., the committee recessjed, to reconvene at 
10 a.m., Wednesday, February 21, 1979.] 
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THE EFFECTS OF STBUCTURAL EMPLOYMENT AND 
TRAINING PROGRAMS ON INFLATION AND UNEM* 
PLOYMENT 



/ WSDNBSDAY, VEBBVABT 21, 1©79 ^ 

COKG^RSSS OP THB UnTTBD StaTSS, * ^ 

Joint EcoNOBtic CoMMnrKE, 

WaahingUm, D.C. 

The committee met, pursuant, to recess, at 10:06 a.m., in room 6226, 
Durksen Senate Office Building, Hon, Uoyd Bentsen (chairman of the 
committee) T)residing. 

Present: ^ator BentSen and Representative Wylie. 
o P^ii^- Louis C. KrauthoflF II, assistant director-director 
Special-Study on Econonric-ehangei John M/^^^ 
erine Miller, professional staff member^; Katie MacArthur, press assist- 
Mit; Richard D. Bartel, professional staff member; Special Study on 
E<y>nomic^€han^e; Murk Borchelt, administrative assistant; and 
.Mark K. Policinski, minority prof^iorial staff member. 

Opening Statement 6f 'Senatob Bentsen, Chairman 

Senator I^entsen. The hearing will comerto order. 

We are fortunate to have with us- this nioming — and Tdo want to ' 
emphasize "fortunate"— members who will tAd^fy, son^e very dis- 
tinguished members, Mr. John Pajmer, senioJ*i|fow, the Brooking 
Ijistitution; Isabel V. Sawhill, director. National Commission for 
Bmploym^^ Policy; Daniel Hamerm^sh, professor of economics 
Michigan State Umversity; Peter Doeringer, professor of economics 
and actmg director. Regional Institute on Employment an4 Training 
Policy, .Boston, Mass., and Frank Schiff^ vice president and chief , 
econoinist^iP^llpmitte^ for Economic Development. 

We wiB'pricHwed, and I am hopeful that we. will have some members 
•here this moniimg. I am one of the very few who .was in here yesterday, 
as I lived nearby; I am veiy appreciative that you who had a difficult 
time getting here were able to- make it. ^ 

Our economic system has produced a record number of jobs, over 3 
milhon during the last 13 months, but too many Mejdcan-Americans, 
top many blacks, too many young people, and to6 many women remain 
jobless and without hope of participating in the mainstream of our 
economic life. 

I don't kno^ of anything more denigrating than to tell someone they 
have no productive role to fill in society. I don't know anything that 
turns tibem off m'ore. 

Economists-^ call these people structually unemployed. That is a 
cold, bloodiess,; clinical term which* really does not capture the human 
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ditMnsion of this difficult national problem. The stnicflirally un* 
employed are Americans who camiot find work in bad or in good times* 
They are forgotten Americans. They do 'not want welfare, they want 
only the opportunity to become full participants in our economic life. 

We can't afford to waste those resources. ^ven if you took the most 
conservative view, the inability to find a plaee for these folks to par- 
ticipate and contribute is one of the greatest wasteful extravagances 
that we have in this country. 

We have to exert our best efforts to implement manpower policies 
which help the most people with the resources available. 

Throu^ bitter e^tperiraice we have leanted that standing back and 
throwing money at people and programs does not guarantee their 
effectiveness. „ 

Unfortunately, we alsoiare in an economic situation where inflation 
puts alieavy price on our efforts. Congress owes it to the American 
taxpayer to provide th^ best programs we can design with the least 
cost. . ^ . 

In addition, we know that these structurally unemployed eventHially 
must make the transition' to the private sector, which provides 'pS}xr 
out of five jobs in our economy. 

That is one of the things to which I wani-you re^y to direct your 
attention. Tell me what happens after we go through that phas^ of 
training, whether it is the puolic sector or the private sector. Tell me 
what happens to those people. ^ - 

I authorized the legislation passed by Oorigress in 1977 to establish 
an employment tax credit. I did so because I felt then as t feel today 
that our country would be better off if Government were to encourage 
private industry to establish long-term productive jobs rather than 
to pa}^ people not to work. 

I believe Mr. Hamermesh gave me that, idea, if. I remember rightly, 
and I think that fell on pretty deaf ears generally. i 

Was that &i 1975? 

Mr. Hamermesh, Precisely. 

Senator Bentsen. I want to give you full credit now. 
Mr. Hamermesh. Thank you. 

Senator Bentsen. To have the private siector as well as the Jfublic 
sector involved means we have to have a variety of approaches. 
Henry Fprd was reputed to have said that Americans could choose 
any colpr car they wanted — as Ipng as it was black. Well, we must do 
better than provide one program^ — we need a whole array of ideas 
that a diversified ^onomy can use. 

We simply canno\ afford to turn oyr backs on those disadvantaged 
Americans who have- been left otit of our economic life. I am con- 
vinced that the overwhelming m^^ority of Americans agree with me 
when I say thaf we cannot^e: must not, we will not ^ve up the 
search for new ideas until 'all people in this country enjoy the op-, 
portunity to participate in.*;6ur econohiic system. 

The witnesses before us have had incredibly rich and varied experi^ 
ences with manpower policies in both the public and private sector. 
We are looking fonvard to their presentation of an interesting menu 
of specific policy options to F^d^^sfeructural unemployment. 

Mr. John Palmer, a senior fellow at the Brookings Institution will 
be(iour leadoff witness. V ' 

Mr. Palmer. 
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STATEMEHT Qg JOHH 1. EdiIEB, 8MI0B IBEEOW, EOOIOMIC 

sTUTiw nwoxA^TttB BBooitxHGfl nrerpniTioH " ' 

Mr. PALicEB. Thank you, Mr. CSiaipman. 
^^^^^^^"^1 off«ra>g. a brief apology for the brevity of my 
^fWTw****^?* and.not gettiw' it up ¥ere in advance. Both ai^ 
ftttaibutabl^to the conditions that! think everyone underatands. 

As vou know-, the achievement of the Hnmphrey-Hawkii& Act 
jomtj'argets of a 4-percent agereffate imempjoyment rate and a 3- 
percent annualirate of inflatidnbf 1983— or, for that matter,. at any 
time in the foreseeable future-place, a considerablfiipremiuni on the 
effectiveness of 8|fuctural employment and trainingplbgrams. 

• .-«rf:.n ^fT *° pdrticufariy appropriate that we examine them 
carefuUy at this pomt m tune to see what fifalistic -assessment of their 

• P^'tentiil we have for both present and future uses and the extent to 

Zfu nlTf*^^^^*??' to contribute toward achievement of the 
goals of the Hun^>hrey-Hawkins Act. . . . ■ 

I vnsfi I could tell ypu, if we had the will and were prepared to spend 
enough money through the use of such programs th^t we could ?each 

' ^^^^t^T^**/^ T ''^E^^ The problems are too 

complex and intractable for me to be optimistic at this time. 

JL'Keb the element of the emplo>Tnent and training programs is 
elusive in terna of knowing how muchVe can expectTrom ft at this 
, -point m time Although our understanding of some of the theoretical 
requirements for structuring of such programs to have the desired 
unpacts of mcreasmg employment with minimal inflationary pressures - 
fias progressed quite a bit in the laSt few years. \ 
, There is still a lot- we need to learn, however, particularly about tha 
operation of ^ the labor markets -in wWch low-skilled workere are. 
employed and, particularly, the design itd operation of many of the 
RjOTrrams onent«d to meeting structural objectives 

• _Let me bnefly respond to. each of the questions y6u raised in the 
etter you sent inviting me and sketch out a few thoughts J have, and 
then 1 will be glad to respond to questions. 

pi^des'?^'^*'^ requirements for coubtercyclical versus structural " 

In theory, I think all training programs arb, intended^ address, 
structural problems of one kind or another, whether institutional- 
programs, on-the-job draining, programs, or those of a different type. 

There are quite different focal points or emphases that one nnght 
tt^Jf" I structural problems they meet, (increasing supply 

of skilled workers for a particular^peration or a declining industiV to 
make a transition to a new vocation. > - 

In general, structural objectives are in mind with all training pro- 
grams, m contrast with du-ect job training programs, by^^ich I 
mean work experience and public sector employment programs and the 
sub^dization of private sector wage payments by employers. 

Ihese have been used in the .past to promote both structural- and 
countercyclical objectives, I think these objectives require different 
types of programs. , 

Job '•- eation programs, if Uiey are countercyclicaUy oriented, should 
be t«mporary, should be utifjzed only when a general economic stim- 
.ulus for the ecoppmy is desired and they should be applied to-' the 
margins of employers' labor forces. 
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in addition, they should be fairiv broadly targeted on the tmem* 
plOT'ed rather than focusing xx^rrow^ on particul^ tuget groups. 

'Examples of programs I think are designed to serve fliese needs are ' 
*^ d(^T^^5^^5^ VI^^ credit and public service employment 

Programs that are designed to meet coimterstnictural or structural 
concerns ought to be much. more permanent in their duration. 

They ought to be quite narrowly targeted'qa workers who have the 
most serious labor market difficulties, a^d they ought to apply to all 
new hires of such workers if they are directly subsidizing employment 
in the private or public sector. - 

Programs to serve these objectives are public service employment 
tmd^ GETAjbitle II and the new eniployment tax credit. 

In both G&ses, I think there are ^ome changes or different emphasis 
that might4>e given to these programs to make them improved vehicles 
for reacning structural objectives. 

What ought to be the priority of structural employment and train- 
ing programs over the last few years particularly in light of the 
economic outlook? 

As I noted, there are many different structural problems. Attention 
needs to be paid to aJI of these, but I would urge we follow a balanced 
approach, placing equal emphasis on the demand and supply sides of 
the labor market. 1 

We need t^ollow policies which affect tne job skills for low-skilled 
workers and p&ticies which facilitate the matching of workers and job 
opportunities. , ^ / 

^ Let me briefly highlight three particular objectives that I t^^ink 
deserve the most priority in the next few years. 

First is the'gene^^al problem tfikt I think is what is in most people's 
mintl^then structural employment is raised, and that is trying to aid 
the low-skilled, high unemployment groups that suffer disproportion- 
ally frorp unemployment evei> when we have a relatively full employ- 
ment economy. . ^ 

In particular I would single out minpnty youth a^d adult women# 
who are entering or reentering the labor foifce. 

Injryim^ to improve their opportunities, I would urge one thing be 
keptclearly in mmd, and that is that it is important to distinguish 
between an increase in the employment rates or enaployment oppor- 
tunities for such groups and the extent to which we can actually 
reduce their unemployment rates. / 
■ I think we can make ponsiderable progress in increasing employ- 
ment opp6rtunities*for such groups, but we will not see that translated 
into as sizable reductions in unemployment rates as^we might like. 

In part this is because the labor force participation rates of such 
groups are quite volatile, and in response to Continued and large in- 
creases in job opportimities, many people from such groups newly 
enter ihj labor market. 

So, tne measured unemployment rate may not drop even though 
we are njaking considerable progress, and I think that is what hap- 
pened in the last few years to some extent. 

You mentioned in your introductory remarks the*fcremendous ex- 
pansion of job opportunities in^e past ffew vears. This has not been 
accompanied by as great a- jjflniction in the unemplovment rates 
aiaong some groups as one might hope, but thfte has been a large 
increase in emplojinent in these grotlps. 
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In addiMon to seeWng to incroase. employment rates, I tRink-it is 
also miDortant to focus on the extent to \vhich the increased employ- 
ment of such groups does add significantly to the production of gooda- 
and semc^ that ore desired by t^e publip, and does lead to improved 
future employuaent opportunities in unsubsidized employment. 
^ It is not enough to just create a job^ We alsp want to make sure the 
job IS productive m terms of what is being produced and in terms 
of where it leads m the future for such individuals. ' • - 

So, evaluations and assesSments of such programs need to focus on 
those two dimensions a» weir a^. whether a person is statistically 
being measured as employe'd or not: 

A second structural goal is to try to reduce skilled labor bottlenecks. 
As the unemployment rate ^ets to low levels, there is a lack of skilled 
workers in occupations which put^ upward pressure on wage rates 
and creates shortages. " 
In the earlv 1960's, under the Manpower Development Traihin 
:;t, this Idnd of rationale for programs was in people's minds ver 
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I think it htts been.puahed too much into the background rec^ntl}' 
and deserves gi eater emphasis. It means increasing the supply o 
highly skilled workersrr it ia often diflScult to take dis^dvantagci^ 
uorkei«,and luoye theiu immediately into suph occupations. loi 
have to take people who have lower level skills and upgrade them 
therefore opening up opportunities for totally unskilled workers to 
m6ve m behind them 

It means some of ou4 pioj^iuiua ncoa to be targeted ou the dis- 
advantaged in such a way as'to open m, these opportunities. 

Third, I think regional ecoiionnc development ougiht to be an 
• increasingly high priority. By thic 1 i.,eun that we now have a lot of 
cities' that are ^attempting to le^i.e their ect^nomic base, attract 
indusiry, and employ othci m^ons of promoting economic growth. 

^^ e have* other areas that me high ^-rowth area.s, but where there are 
uwijor problems in the composition of the labor force. I think^'there is 
tt role for manpovver programs to be uioje carefully ct>ordinate\t with 
oar economic development prognano, })anicularly at the local level, 
in order to ^ to insure that the kinds of training *ihat people are 
bejAg provided vvili mesh vei^ well with ,vhut needs arc f. r the h.hor 
fptce, given the course of ecoi^mii. devJopm.nt ehut t^kini: t>hice 
in aii> given local area. 

Senator Bents£>xJU i , j- ohh iu n. ll.u^to*. W , La. ., 

area that overall h*«sjKtry jo lUcmpKo mtnt rate, l .t 1 jan t..ke 
you rnto the Fl^th'^\3|»Lnd you a very high unen.p^); L.ent (dte 

It IS an extrem^lrlliiult prdhieni to figure out ^ihat to do uhodl it 
Ihe wanl is juat blocks nv\ay fn^ni jt,i>.s 

Mr PAiMtiK \ert Now. la a d,ftit;uh ^ ...l.l I 1 

< l^'l A system i., JuvaIv nu. hi.- ii. tuc Jii- c ^vh xt i. . ^ioin u, 
h«\c tiie capacity lod^ « bettt j ,u la making tht.i. i,.a 1, Lui Ae 
have to K^ttlize thai it is Ui/ly neu hua only I een i.i pL. c u v\hile 

rh.j Miiphasis been on the muj,)t eApansion ..i* puhli. :,civu.<3 
...i'lo\ ment and vNX)ik e.\p. lie.a:^' pio^ian.a, and not au .niu h uicahnii^ 
ihal \i\4.0 the pil\«le a.H.ti>i 

1 ihink thiJ ought to be u j » d.. .. i ^ , i,,t.irt . 

'll.c tlurtl quealio». that 30.. cd .0 h i n i>. of 
^ .4iu,i .iic the moot tit*propr.ut< ov.>i iht .jca kvc.uI ycuis. 



Before answering that directly I want to note that I think structural 
objectives Jas opposed to countercyclical.f)bjectiveat)uglit to dominate 
employinent pohcy and training programs over the ne^t several years 
, unless it becomes quite evideij^ that the economy is Wading into 
another recession. ' Is 

.Only in that case would I shift my emphasis toward cl^untercyclical 
objectives. 

Even if t^iattecompa necessary, I want to stress that I think it is 
extremely important that we don't allai||the counter-cyclical concerns 
to tlivert us too much frbm mounting Jbnsistent and sustained effort 
at stnictural problems. ^ 'Wf 

\ye have had , erratic policy over the past few years where we have 
initially concefttrated on structural programs, and then we copie in md 
sh-ift direction's considerably in terras of what the CETA system, at 
leuslt as asked to tlo. 

.. Whilo some of (his is It ! lira bli!) tci ni i' i i,:itKlitU > i: w.ii irc^, c 
conrerns, it diverts alteu ion from il : :,[ i m.ii proj n jia^i. 

iV-ow, within' this- con ext of sinu i., , cijectivo.i, 1 tluib. n 
emj)hasi54 in the future ouj^ht to be pn. ip m. noigramii lil at have «. 1 
de^^ree of trainiug^corUeat , and parti'cal uk pmgrams \y\ ix:h empha 
aji imniipxiiately as pobsible pnvate seclur eiuploymeni: 

ntn.' vour intruductoi-v- remarks you uitTitioaed som,t:i /f [he reaa 
foi This is where the mujpr area of job expansion ij. in the pri\ 
s<** lor. and 1 thiitk we ou^ht to <«;y tu ,pltue people i.hiUiedi.iteh 
i>nval.jobs " K - ' 

lucks is ili ili^ private ecU>i ^ ^ ^MIH 

I ihiiik \se huve not plaied ti. . inphui^u uu i»kitl lraining^g| 
. of the countercvclicaJ public tunjJo vuient in the past few yeai^S 

•I think \ye neetl to niovt^ ftu»re \n the direcuon of expanded on-t 

job triiining pio»^rain» and apprtitticeship prograitis. 

Even moie fundamcutaliy, 1 think strengthening tiu. Lwi,.!.-. b6tw, 

ttie ( *ETA syjitem and the private sector needs to be a priuiity. 

. There i:. a nc\v^ii)iti»itivc under the CETA ovoteni «;oin^ into cif 
\eai that tries to do that. 1 ihiuk that u an important atep n 

on<- ()uit need.-i lt> be closely niOiiUored and we need to See v\ lial ad 

tiohid .stieii^lhonin*^ of that acMvily w ili nnike sense in the near fiitu 
'i here still 1.^. I ihnik, a veiA iinpurlant role foi public &crv 

ttui>l()V iiit-nt 

Botli the ( .,u,.,t U...I U... u.iiuii.i..iMi<i.ai have l,^;. a in u» ..uiJ 
It ini^ of movin,i< t<)v\ a/d n. nr. ^mviuw lar^;t'iing and incie.taej; trains 
einpluiaiM witlun the atrui tuihl pjiblu fnipio>nieiit cities ^ 

i think lM>th ol lUv.^c thru.^ta »,u^ht t > he ;,trt-n^th» ncd uiid'cont u..i 
la ihy fuiuir W Oii^tjt to l>.: r>^l^^^ tliut tlio pio^iuui.. ale naiiu\\ 
la..;.,«'t. <I un tl. ■ I .^r 2 lii.llit.u |.i-0|»l in til,: luDOl ful<-,C sin. Iiuvc I 

uiost ditrii » Il i.ii,ea hu<lui|L; j.)b o|>| .Ai \ .nih ies, a, id »>»ii ht I* 5 
intreaiiiiiK tlic tra^ii*^ foi ti.tin 

Senator Bk: isen \ld> i dnk ^ i ari*. i u. . 

iiUniber oi witaccjaea and \» e will pii.ta yoltr full ^Hx jit. ..a .i » . 

ill the I. <:<>i d 

Mr Fa^/.^i<.. i 1. \ . lust qu... 11 . il . i.. 

1». pat.. iheMe .n.i i\t\ I . bAo i^te*! to haVt 

f w^l^*^^'^ auai ap b^ ia^m^^ li... t f ihint i\^cy ai. . . . 1 . . I , I 
» 1 bu Over.iil ei.inl.;yn*cnt po.icy ».n I uiic liijxl aUI I.o » i'..i j i.i.j i , * 
its ) auuation with inUiiintti ii.flat 



I am not too optimistic that we can see them having a migor effect 
on the unemployment rate in. the near future, although I think they 
X3an have a* ma}or effect on* the employment opportuniti^ for the 
ta^t groups^OGQcemed. ' i . 

If you look down the road, I think continued expansion of these 
pro^6(ms ijgght be jdesirabte. However, for the immediate future, I- 
think theircps a lot of ongoing knowledge generated in^ the youth 
areas and tionpubli^ employment areas that i^eed^ to be monitored 
carefully before we hav^ a really good sense of what the potential for 
• major expansions of thes^ programs ai^ in a way that would be very 
effective m the future. ' . 

Thank you. - 

Chairman Bbxtsen, Thank you very iriuch, 

[The prepared staten^ent of Mr, J?dmer follows:] 

pREPARSD Statement of- John. 1^. Palmer* 

Mr. Chainnaii and comirittee members, thank vou for inviting me to t€ 
before you today on tbis^mcmt important subject. As you know, the achieve! 
of the Humphrey-Hawkins Act j|jmt targets of a 4 percent aggregate unem} 
ment rate, and a 3 percent amiuartAta of inflation by 1983 — or, for that ma 
at any time in the foreseeable futureVnIac'e ^ considerable premium on the € 
tiveness of structural employment ajjicf training programs. Thus, it is extrei 
important that we ^ave,a realistic ass^snr^nt of their potential, botk^esent 
future, *for contributiflg^ to these mp«fM«*fth while dual objectw^^and tha 
undeidtand the implications of alteixidtive approaches to -tneir design 
operation, \ / 

I wish I could tell you thut i/ *vc\mjply had the will, tind were prepaid: 
dp end the money, thut there is a v^&y — paved with an appropriate set of struct 
ctnplo^ment and training pio($iani»-to expedi|!pusly reach the ^OViph 
HuAvIni^ promised land. I Jo not believe this is the cas^. The proble mBm^i 
ao are faPtDO co^iiplex and intractable to allow for such optimism, 3!RP^ 
successful solution depcuds upon a myriad of factors of which^tliie estfeblistin 
of 11 highly effective set pf structural employment and training ^|m)granis is 
one* of many elements. - ' 

Even this aspect of a moio comurehenoive "fuU-^mpl«ynient-with-minii i 
iiiflatipn" policy remaii.s bomewhat elusive to us at this time* Our understand l 
of the dc.mred theoretical requirements of structural employment and train ii i 
programs has ai|yaiice<i cousiaerahly in the past few years. There is still much mi 
net'd to learn, however, particularly about the nature of the operation of la. «Otr 
markets >Aiul the desigii and operation of our programs nefed to be sharper ed 
to more tlearb reflect structural objectfvfcd, if they nre to be giveu the top priority 
that they should. 

> 

' ' traiuiug proKium- are inten*!eil to uiUi.vaa otiuc».....i ^ . i i..iiio, 

iiot.i^sr iii6.\itutional, oa-the-job, or of otlj/fet varieties. tJeveral tiilieivnt foci 
within this broader ijilcUt are possible, suoh as hiding disadvantage J, low-skill or 
han<{icdpp^d worker*, increasing the supply jfl^skilled workers in occ\ipatioiis fr 
which employers^ <ien.an*i excee^is tne supj/ly. or aausting workers in a failing 
intiurtt.y to aeijusl to a new vocatioa In corntreiot, direct job creation prv^giams- — 
wut k t*X|»ciience. f>ubhe sei vice employ int:nt and* the bubsidization of pTfvate 
deeto. eniployers wage paymeiics ^can and nave beeu utied to pr >m..te both 
struct. .nil nnd cownterc.vcUcal objectivea ^ 

The .iciijjn re<iuirrincntii v;f joh-creali..a p...tj,u...a ...U, .:*.t l,,;v.dN*<» 

.tipfiunng uptm^hic-h «bjocti\/es are of jncei'n ( lUtu Ji-C;vclict*li -oriunted 
j»rograni.-* i.Skhi i<y bfe le..iporary, uulized o..l/ when /economic; stimulus 

irt dectireif and at>pUed only to the iiiargins of en.ploye. s' labor /orces In Addition; 
thev should btjTaiAy*^ loadiy tarjj^eted on thi. iinemnloyed E>ainplet of >rogranis 
rea»*.nably well desii^iied ti> ocr\e Countert yclical objet»ivtra arc iht icCently 
J 

eri*. the iruatee* of Th<. Ui nfk\ igi aBil. jMo.,. 
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expire4 Credit apd public service employment (?SE) under. 

CETA^Title VI. Structural programs, on the other hand, 'ought to be more 
permanent, narrowly targeted on workers with the most serious labor«market 
difficulties and apply to all new hii^es of such workers. Examples of job-creation 
programs intended to serve structural objectives are PSE under UETA-Title 
" II and, the new Tar^ted Employment Tax Credit. Their design still leaves 
considerable to be desired if they are ^o well serve structural objectives. 

WHAT OUGHT TO BB THB PRIORITT OF STRUCTURAL BfifPLOTMBNT AND TRAININO' 

PR0ORA1C8T 

As I noted earlier there are hiany different types of structural pro6tcms that 
might be add»essed by emplovment and training programs. Attention needs to b6 
paid to all of these, with a balanced approach placing equal emphasis pn both the 
supply and demand sides of the labor market. That is, we neeci to pursue simul- 
taneously policies which improve the skills of workers, policies which affect the 
availability of job opportunitics'for low-skill woKkers, and policies which facilitate 
the matching of workers and job opportunities Let me briefly mention three 
pr rticulir obj a ti /tu wb' ; h dt *;rvfe parti<:ular emphasia 

fiidinj low'skil, high'Uner,ip2oyme7U: :^roup8.r-^he t ructu i, uitMipl j rn 
problem, which is niust o kn t iijciissecl, oi' coursi, is the t!lative..> t'mh iin( ;i; 
ment rates anions s*;lectiv'e demographiiu groups of worl ers! The irnproveiniint 
•job opportunities f-or those groups experiencing the hitJjheat relative unei.nipl 
ment rates — particularly ni^nurit/ youth and adult women newly entering 
labor force ought to bb a high priority. Although importaiiit, it would 'b< 
ijiistake, huwe-ver, to focud too much ut ten lion on reducing the uneinploymt 
rates of such gruupij. Of greater significance arti increamjs in their eni§|loynn 
rutes. J]Qvpically, thci* Uhor-forcc pBrticipatii)n rates are quite volatile and \ 
increase^igiiificaiitly ulung with iiicr*eaaed Jub upportMnities foi them ao gro»i 
Thurt, policies could ba quite aiiCCcsMful ia increasing their einploynient, wt 
havin^i only a amall t»r q,;ghgiLle effect oi. their unertiployineat rates. 

In atlditiun, while increased employmeiit opuortunities are an impoitaut t 
iiuto theiiiselvcd. they are t)f the greatcdt bcnent when Ihey add significantly 
the prudiisL/iun oi guuils aatl rterxicca that tire de&ired by thel^ublic and- lead 
improvci! futuie eHiplu> mct.t oppurivinitit*s for target ^rcj^up menibers. Th^ 
two factots should abo rticciv^u promineucb vi hen policies to aid low-akill, . hiji 
unein ploy tn cut woiters are nrfScsdcd The gi anting of a jxfh that haa neither* 
these charactenstictt nia/ l>t counter productive. ' 

Reducing skill boUUni,c»;6 One of the faCtoi^ that »*.nlui»ute lo inllali*M.a 
Vnessurcs at lowe.' rates o( a^^jregalo naeuiploymeat ^'"'Jwiug shoi tages of^kill 
workers in particular occupations. (Grantor attention ought to l^e focused • 
identifying inch occupations and tailizing training *iud upgrading progrania 
incrt.'ai»e tht, suuply of tvork<;ro rati. them. Although of coi.aiderai)le coUoern in I. 
early 19()0'vtnia aopoct of employment and '^rainiiifc^ policy has been neglci t« 
more recently l)cc..iirte of ilie considerable umpi.aijis on both ditjadvuntagcd wjL>rkc 
and coanterci L-lityd ul'je .livt-rt • 

Aidtiuj rtgiitnal tcommttc da . L. ^-nt^cuL, I u^jmi.. wixa »a fii»],l»»kji.i ot il . 
^.»rly cin|/li)yiMeia prugran..* aiidei the .\ijurpii./i;r iK/elopnaal and T.ainiii; 
Act uiiil Aifti ReilevclopaiiM.t /let a hi* a has bffu neylectc<i in locem years. X 
LjoUumitrated c/Toj t is now l)eiag n.ade I.; ni..ay state and local gove/iinu nl-i, 
^tcn with ci.a3idv.ri*hi<j fetleral di.i*ijitan..t'. i oth ti. promote ^.conuiaic growth ;n 
stagnating aretis thruilgh ta.x inceiitivee* and a generally improved econoi.iic 
infraotructMre, and lo acTii^-ve inort- halaiu il ovs ch in rapiilly developing aiear* 
Eiaployaient antl lra\aiag pi. -gram,* ought t) I.e more cloaely coordinated with 
these elfurts aiul liiiioied »,» fiuilitat.; ifvc ..vaiUd ilily ».f the t/pe of local izjl-or 
foiL'c which IS Lu.iiMalcnt j\nh tht? liiMjtii tli.ijtii/na if iljvelopUient Suct.-.ia uf 
thc*e c-.trorta >\ 1-0 a, I lauit i ».\ ttic c\» al ..f th« 'fii'* of the oat^..iag tlic.lo 
of sa. h pi^.ii fliua v\ ith ih,; akill t nd ui c.ipaaoi. a. cds .,f L. al uu»i li»yei» 
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• * t- thfe^oontext, and in light of the priorities I identified just above,vI - 

believe ft eonsiderable emphasis ought to be put upon programs with a high dejcree 
of training contenjt, Dartlcularly those which emphasize private^ector ei^iRW^- 
ment. More ti^alnlng necessary in order to provide worlcers with the necessary 
skills to take advantage of what will hopefully remain a rapidly expanding job 
market. The private sector oji|4it to be emphasized because that iTwhere thev 
overwhelmingly high prppOrtiHTiof new job opportunities will be located and 
because that is w^re ^the gr^ite^t potential lies to cOiminate inflationary skUl 
^ bottlenecks and-to improyfi m^asjuted productWty* I would particularly favor an 
expansion of pJT 'programs in general and apprenticeship programs in particular. 
More generally, greaty Unkage between CETA programs ^and the private sector 
neecl:j to be developed and there OMght to be greater utilization of private employers 
as providers of traimng to desh-ed target groups. > 

Two new activities ought to be closely monitored and assessed— the Adminis- 
tration 8 pnvate-jsector initiative and the hew Targeted Employment Tax Credit 
Modification or expansion of them might be in order once sufficient concrete 
experience has been gained. 

Despite the df^sirability of a greater private-sector orientation, there is etiV 
important role to be played by public service employment. Both Congress and 
Administration seem to be in accord on the desirability of narrowing the targe 
??,?rr*P*^^T®^^°^ training component of the structurally-oriented PSE ur 
CETAj^ If anything, I think these thrusts ought to be extend&i further in 
future. Public service employment ought to be increasingly targeted on tt 
with considerable difficulty in finding and maintaining unsubaidized jobs and \ 
might otherwise have to^turn to public support for iucorne maintenance. 
the sjze of the pool of people eligible runs as high as 20-25 million, as it previou 
did under CETA, we can be sure we are^ not reaching the desired populati 
There are considerable difficulties in arriving at appropriate eligibility critena, 1 
grt-ater attention must bo paid to this issue, with the ultimate goal of focusing 
on the one or two n^illion moat disadvantaged workers. 

Vouth programs are another ma^r. We are iwesentiy in the midat uf oue 
the most ambitious l^jarning activfCies of social welfare pohcy with the inyri 
of I lemons trationa mounted under the Youth Kmploym^nt and Demonstrati 
t'lojects Act of 1977. Iiiforii»Atioii from these will be flowing ih^starting later t) » . 
yt-ar and for the next two to three ycara. This experience should play a large r< I > 
in giiKiing future policy. It is too soon yet to render anv judgments on what futu ^ > 
pohcy directions ought to be. 

■TuAlStSQ PROGRAiiS 

Ii. iino»...oh.j^ the potential h.iprtct of ^tiuctiirai . L.t-lwynjcut and tioiulng pio- 
Hwin.^t. It IS iminnta&t to betvr two h»ip.>rtant distinctions in mind- that between 
incrciihin^ t-mployineut auii liivM-aaing unrniployuient and that between iucrea<»ing 
oxrrall t-niployment and achieving a more favorable distribution of employment 
opportunities with a given K-vrl of cmployihent. The potential for structural 
eni|jU.ynient und tiaiuing progran..s to bring abput a more favorable distribution 
of employment opVortunitics ia suK^itantial, to ihc.-case totid einployment. (con- 
sistent with a gi^cn inflation tartet) h^ss »o, and to reduce the measured unemploy- 
Inent rate (again, Ci>nsijj*frit with a given inflation target) small. While I can only 
spoculatfi, my gucss is that the current m-I of programs is having a substantial 
-.^.^D^iitive eift'Ct on the empK>ynjont levt-ls of certain categories of work.-rs with 
smrKural dltficulties (particularly .nioority youth)^ a less Suhstavitial but still 
Cnn.Mili-rable effect oft the unemployment rai,-s of auth workers, mni a mino. («t 
mo.^t a few tt-iiths of one percent) effect i.u Uie afegre^atc unemployment rat.. > 

I .lo n.»t think e.xistin^ eviden.e proviih.s n.uch guidance on what might bo 
.,Ap. cti d fn.m a n.ajor expansion of ^uch prog.ams, in part bcuause of our preaout 
inabdity to q^iantify uCcuraUdy tic impacts of preSMit programs, and in part 
becaiis,; ..f uncertainiies about K.unt. iidod sLle ..ffecS (buch as disblac<ti ne.it of 
un.Milj.M>iu, T »:mplo:^nicnt or training activititjs that Other^iseAould have 
oeetirrrd) an.t the capacity ..f i i^tinx institutions I., absorb or manage effectively 
»\ich an expai..-,ion KeiAixruiuH; thi.s latter^' i« impurtmit to. rir\nembi,r that the 
larKiiy .lecentialiat^d CKT\ su->t. m. l.a.i been i.i place for only a few > oara and 
thiit in that brief ^erl.iii it has ha«i t.. n.anatue r.»pid expansion m piu^jruni t pis 
an,l ex,>euiliturea a.i w.U as beVei .d .-.hifts ii. jjolicv emphaais (inn the f. th'ral 
i^voi ( tmsidenng tho cir. ui..c*tMue^ it hiu p rformed mimirai K t >i the nc.\t 
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few vears a more stable environment for CETA and increased fociis on struo 
tural concerns is desirable. After that (and with our i;apidly lapwing capacity to 
^assess the consequences of these progr&malL we will be better' able to judge the 
future potential effectiveness of structural eiuployment and tr^ning programs. 

Senator Bentsbn. Ms. Sawhill, would you proceed, please. 

STATEMENT OF ISABEL 7. SAWHILL, DDtEGTOS, NATIONAL COM- 
MISSION FOB EMPLOYMENT FOLICt 

Msv SaS[.h^ll. Senator^ I certainly appreciate the opportunity to 
appear here J^ciajL and I waat to note that the amendments to CETA 
whlcff require the Joint^conomic Committee to submit a report on 
these issues later tliis ytear, also_ask the National Commission for 
Manpower Policy to ^assist the JEC>-and we are pleised to do so, 
imt i ^vi) are m^i. y coriiceLiior* ^ icli tJ".<Mi U 

I spfiQt to not>; Uiat thij fii]|, w'tHnmisiskui li.U:, :(is 1 1 b': t,ii ij];, : 
to ni^iew the t^UiJtimocy Khal 1 prepanjtl i C'^Liy, wi m^i I \-,\ iiJi 

mih !ill of my views. ^ 

Nevertheless, M^e hotxj^to l>e bcucliuiii; yuu oui fu ijrtih U;in^Lii.i rapoi 
very iioon> and you will note iii the reiiorL that t.Le CoUimiJai ha 
atUfressed the issues bemg iliscii»seJ nere toduy, The noiaiaifi>6io 
recoinmeuils that the tii^hesi priority \,e givcu tt» U\:w stu^lies ajxd to 
natiunal debate on ways to umiiuuiu and increase tunplcymeii 
without cxacerbaiin^ inflation 

In my prenared sttleuient, Vviiui 1 h**.Vc tticJ lo du lo a-ddre£K5 ttlTe 
.iuesiion^b, Tnese ore the thio« c|(ic)d|ftous which wexo la^hlightdd ii 
the CETA amend inei lis, and which were aIso highlighted by Repie 
senirttive Parren Mitcheh last week. 

Ilie fiidt question is whettier oi not selective euiplo^iuent aii, 
iiainiiitj; pioj^runis caii reduce the .el.. lively high unemployment rate: 
ttinon*:; ^;ertuin segineiils of ilie labor forto; the second question i; 
whethti I hey i an tlecredoe the itatiunal uneinployment ittte withou 
exacerbating inflaiiou, and the third quc»tiou is the extent to whicl 
new kinds ot inceuliv^. grants or other mechanisms can be used t( 
involve iho private stu (or nice in providiut^ oppoi tuni(ies for iiu 
strtictii. ally nnem|)K>yed. 1 will take each oi those questions Up in 
tuni 

li t V . 1 1 « v^ iic 1 1 i t t «*t not t liCo«, ] . I w^, I u iil^i i.u 11 ui.liU. « ^. u . t • 1 
..dSta..i a .k*i-i ttso niitj'mplo> iiieiu, rate, /miv^n^ tiiose si^^m^ms of 
the Jtiihy, •ial difficul ty ii\ obtaining empioyinenl, my 

tw^swi i' < « uKi L..* a«ima>ari/^eil «is folloWb 

Fii^l oiilil nrently, the^^v'- pi'o,muiii:j ^t-^c i^lativ^.l) < • I 

I .4*^1 >i... our .itili" <-.^tiii.olr»l U)i t\\ttmpi : tin., und^^i i\ oKl C El'A 
1. -i.t^l.uUii, iht.i- '27 h t'li^:ib!es in. nimAi 2.4 miiiion ..lol^. 

( >l \ loih 1 V . \ 111 ^ li i I a I'jt'Ht iiv.^(,l of 1 .'th II in iLc hi.ndsi of ^.pnii;^. . 

(J dclilic* W v\ Ui liv i« t'd (il iiA tXi^Ai inU. t , i.lni .llllloU ;ll 1 l>t*ll« . 

a(».tu' ;MH L »ll JK-dot. r, vi i.l al)K .-..ah- an\ ot t^'il^'iul th :ll»llii> 

i;rilt't lit It. c IxKiiid («> 1 i> .(iUi<v\ita( u.Lu.ut^ U('\ >ilii<l(^£> 1 1,/L<ll('\< 

the Uiin d diot . r ( < •!. that Iht*\ nu \ <' i tt.( « 1 1 1. ; p.i .^^t i:i 1 1 It <. « i ( 

vvith a< Lu- \ lu,: hiMu . »ii , I ol>f'« lu i ^ 

Thei^• irt .till llif piol.L in ft^li..\\ J . , t .... 1 I, .1 ... 

..jl.'lirt .Il 1 . oin f. Ini** lu,: i-JH^ I >l i i.i mI ( .j. ''",>'i 

1 vK>ii I (t'il.' i iKt^t fuliill iiili'ii - ui i «•!« .ii>'.. m1 u n pli).nu-ii 
ji )»lt'l I » I u w La t \> » ,.u ii n I • • I i n • j il. 1 > M >i t ii« 1 I ih^y >ii'h 

i i c Ix'iyi t h .1 \* » 1 , in\ n . l»ir \o » , .1 t.. nil,. U 1 



Second, I want to make the same point, that Mr. Palinfer did, which 
is that these programs are .more likely to change the distribution of 
eraployment than the distribution of unemployment because they 
tt^nd to attract people fromx>utside of the labor force. 

My own feeling is that the line between being counted as oflBcially 
unemployed/and being oiit of the labor force .has become very., very 
thin, mdeed^, and that it would be i^^i^ ^ve paid less attentio^ti to 
measured unemployment per se. • * * 

The third point is that special job creatjott programs can normally 
be expected to improve emplojrment opportunities for the groups they 
are targeted upon, but we should be careful not to assume that this , 
will occur on a one-forn^ne basis, the reason being that many of the 
people who participate in these subsidized job programs would other- 
wise have^oiind employment in the regular labor market. / 

The extent to which there is this suretitution of subsidized emple 
ment for unsubsidized employment degends, of course, largely on t 
wages and working conditions being offered in the subsidized jol 
relative to those in the regular labor market. 

Fourth, assuming that these prograqis are successful in improvic 
emoloyment opportunities for the tai^et grojips, you have to then ^1 
"Well, is that at the expense of other mfeibers of the labor force'*? 

I don't think we can pretend that there isn't some loss for the: > 
other ^ups. However. 1 don't think the loss is one for one. 

1 thmk that, particularly if labor markets are highly degmonted by 
ttge, race, or sex that when you improve the opportunities for one 
irroup it doesn't necessarily lead to declines in opportunities for otiicrs. 
If, in addiu'on, you combine selective policies with more general 
stimulus measures, you have some potential to reduce overall unem- 
ployment rates rather than just substituting the unemployment of 
one group for the unemployment of ailother. 

I would like now to turn to tlmjseoond question, and tii«t in the quet,- 
tion of >^hether targeted progrims can achieve aiid sustain a decrease 
in the national unemployment rate-witSl)Ut; exacerbating inflation. 

I have touched on tjiis issue tangentially but I want to addresa ii a 
little more specifically. 

I am not sm^ I have anything tefribly new to ony Lcie. 1 would 
*again agree with Mr. Palmer that we don't kn<»w enough about this 
"question^^and we don't have enough confidence in structural programs 
-as yetT» say that they can carry uk very far toward achieving Hum- 
^ phrey-Hawkins type objectives. 

However, the theory is that if we can im^^i on loot^c luboi nidiWa 
gnd (Mcpand demand there, and then at the .>anie time expand the 
supply of .skilled workers to tight labor maiket&, where skill bottlenecks 
pu.sh up wages, that something could be accomplished on this front 
(hie niore itisue which we have already discussed and which you 
rrti«ed in your comments about Houston is that the theory is very 
difficult to translate into practice. We jusL simply have not come up 
with vei V good ways of i.lentifyuig and then targeting on either loose 
or tight labor niarket.s. 

The second point 1 v^uui i<. nuik. in respom^c lo tin.. <iin..uiun is tliut 
employment and traiaing iaiit^iama can reduce unit kbor costs. 

They can do thto#ithj| by improving i^oductivit;^ at existing w 
ui by du-ectly reducin^Vag^ cot^ta through t>ut>oidi2ed job progiams. 

A reduction in. unit labor ct..«it>, in turn, will in many .ase^, be parsed 
.M. lo consumers in the form of lovver prices^ iu the ca^e of public 
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ernplovment pro-ams, any reduction in labor costs is goinj? to get 
passea on to citizens in many cases in the form of lower salet> or 
property taxes, but the results are somewhat similar, 

I think that rather than taking up any more time on the question of 
inflation, I wouW now like, to turn to the third question that I raised 
at the outset, and that is the role of the private sector in helping to. 
achieve these structural objectives. Specifically I want to focus on a\ 
^-oniparison between job creation in the public sector and job creation 
in the private sector. ^ 

I have' quite a len;rthy prepared statement about all of this^ which 
I hope you wUl have an opportunity to reail at your leisure, and I will 
only be able to give you the* highlights nowv 

. There is a table, if voil haveli copy of it up there, which might be 
Useful- to glance at w^hilo T am talknig. It is tnble 2 of my prepar'^'' 
statemei.U. 

W hat the table dof * ir» Uegori/.e Job ricutiou p/u^iniii?> < ordi 
li) whelluT they take \Atuv in the piiljlic sector t.if the privutf .>ect 
an.! ihen further cati <.;(>ri/e3 llu iu <iel>ei.<liii^ -uii whetliei' iht v hti 
couhterc} ( lictd oi (•i>uuter:sU*i< tund t)bje( tive., I'iuall}, e,-»«mp]e.-5 
existing pru^ruui.-n thut fall under eu(li of [\^t>{:^ t-u te^ono.-* ale ii.-^l 
and thuve tried tx tl4l>«->t e li'ltfkie.. ihat 1 can cun.u ai> uitli 

some of the relevuj.t ^lata in the body oi tiie tat>ie 

Wtlho^it goin": thiough tho>e nuad>ers— taking u ».n I. nl. »l...t 
liu\( anafv/sed tncin currt'. t)} i thfnk that the pos^bl* eoiii in^iv, 
and j>oli<:y recoiinneniiation> one toiiUl cojne up with VTould bo, more 
les^ the following. 

Fnnt of till, we i,iK t.itiw.iix o|>cii.]ii.j^ (..4 noM; ..t K,\ii I.. 
I* M>urces on pobli*.' .>e. tor than ^n privati ..t« tor joti g*eali.)n 

I wuidd Say that the ratio is roii^ilv o.\ the order of to i 
utiif allowing for the fa« t that M)tno ot ihc Lax credit i>ij^iai u Ua 
iif>i \ et built up to tlioir full atientfui^^aiid (mU- e.itimat of lio\^ uu 
l\u'\ will be utilued is v*.^ry aucertaia at thtj current tune 

.Siiiitor Be.n ii^J!:n Ms. SuuhilMet 'me Sa> thai ll.e adi..u.i 
-.1 . tpii-l V pp^)o^e4l tht; initial tax ciedii by the private aO( loi un I 
rt. ult. H was t>ne of (tie l)e8t ket)t 8e<:r. ts of tliat vein 

\ I(»t .>f eii^pit ve»;. 4iitin*t hdv< any ktiu.\ledj;e of i( .» .11 » \ 

I., p. that will chan.iir 

ltid<*etl {fi\e of.'i.iN re' oi uuM, J..lh .i^ iri ih^t w c .riu:)t in litu'l tL. 
[nourniiin moiVi i»ei u 1 llian \»i hu\e Ih^J^hc p*. .it 

oUtl Y**^^*^* li.-rt- iliOi.^li \\ aS thut u ( >iil; 1., (iiioK 
ii.o\ in^ ti^wai i iiioTv t ouii.>,>n eligibility btan huus aciiio tjU ihi 

pIu^ral^»^ 

I wouKi ..1 . .j( (i .( . .1 , !!«.( . uilnid 1. . .. ...I . i. 



t'l «> a (iiti 11 . j'i.i. t -'iki ^ ha\ .sonn-ilii ,.'».! 

rSK Hl.t A |o(.K .("t i.M 'hiiitiiiit \ i >,!(,/ i . K'l' \ i)... \ 

il U i.;ally .ii.t'ult 1 .»! I tli :itiiu I t.i > -nipn /.-il 'It u«. » 

be at. tiuhlM tai-. < .1 fill 1 1 bill it i., . <•! . nh/i\ nul . .mu.u 

e.\(r|.( to iLc cXt.lit t'fuil M.r .» al* Is . alu.'U \Uili r.\ \ (i 

e» onoi.. \ \ 

Fin all \ J. 1. i . \\ I ( t. I , , I K.i 1 I 1 , 1 

..^^ ta.\| iY:itUl|r tlli tn . i|\ lU, /il| 

w liave nl. th.-^.^* varlour, i,>va i.i ^ .,• , ' i 
..,4"<ii Mlii. . ie^ fi.i Mm- .'»t I wt. t nl,>dl \ if!iCii.|jiM i. nli » i .. \ . ... t 
11 ia iliat we i.»t V ♦ dlljcu-nt j. t/^raii u-. f(»j il.iTi. n j; jiiiJ,> 
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1 don't think th© UTiswer has been rationally thought throu^rh. 1 
don t know, for example, why we should have a >velfare tax credit for 
public assistance recipients bo the one hand and a targeted jobs tax 
^*remt for seven other disadvantaged groups on the other. Am]''" 
don't know why thdse groups, in turn, should be different from thi 
groups eligible for CETl title II. ' • 

There could be good reasons for making distinctions between thd 
^ programs but no pne ha^ comeifp, in my mind, with a satisfactory 
rationale for why you-s^-anl to segment programs in the particular 
way thkt we have segnrented them. 

Vextj in my comparison of public and prTvale approaches, I look 
at the level of subsidization in each of 'these programs. I note that 
l^hb programs are effectively 100-percent wage subsidies for publio 
employers. j \ 

1 then have to raise th^ question: Why do we provide lOO-percei 
buOsidies to pubhc employers and far less than 100-perCent subsidi( 
to private omj)loyers, particularly when. 1 think we would Wobabl 
^tt^ree that the target groups m ihv private sectoi pio-rams are iiioi 
difficult to employ? ititnylhin^^ there uouM be a rationale foi in<i 
Vldlii- <leejn-r aubbidiz.atloii s^htiO you have youi uiobL difli< ul( to 
euiblo) f;roui,j. and it seem.a lo me i ighL noxv ax e haxe thai Urkuaid 
A lol of debute about PSiL vor.u=* A^^e ..ah.i<ly ta.v <:iedil ntu 
,.,ai..^ l^^y<Ayc^ an c.>tUiiatlon of the M6t1>t..i^cL cO.L. .f ea<:h of iho.,. 
a|ypioi.<:he:> I lu-.^c ructc ui turn, uA a hat people t.*nd to Lcliovt 
about bubsititutuu or ss\tn\U\\ ^alu <>i wh^\rvcr >ou ^, ailt to rail it 
uhea vve pay tuupl. to <Io ,vhut .hc^ uuLhl have .lone .ay .sns ' 

1 have ojono throu<;h tho ex uUn* j on thi.A^^iie ir uiy t<'btiniou, 
^^ii<l lo give )M.u th<: b<.(Lom huc u^^. Ui^ 1 coudud., Uiat dieie i=, no 
pia..n<;e th.a t , i..t budget <<. .t tf , i. duUu^ j.U i: iuhe.en^ly 
ou<i in ,ht. |..adl. :.eUor than in Ihc .J.l.ate >Ci lov i( .uylhui:; 1 
hiuK th, evi.l<.n<;e..i-Ke=>t that joL * u a.loa may he h cMitii^^i ve la 

Worll*;.s.... K... K (,..,,p ,„ , 

.,.bsl<ll/.eil ])eriO(ti' 

M« S^^^nui W , ,.. , , rftn 

...,c .an spe(uL(c trit vie u>,, ut,.,„ Ui.l., joLi i„ ,,,^,1, 

^bly lUiiUci, If vot. i.a (,lu. e ,„■, i,. the ,.i . ^ .Ue =e>.(. » W .;>,,; iliin,; 

ina> cUv Wltli IL; euipiov,;,- il.ul pi, vi.lr.l lUciu « a ^ul...,i.lue(i 
|.>b but .ven If lh.._v .lo..'l, at) Iwm . .,,,,>„.( u..lt Ic. to 

inaK .• .1 , r.-,..f,, I i,a,,Mli„.i All .,C iha ....t* rvi.iciCc ihhl 1 have 

picki..l llie rumtl, , ih,.,e „in a (, u .-.uve.y llh.t bear 

0.1 Ihli, q,tf^lh,i. .i„.iuulc p.ivulc lu-avilv .ii:=..,.a.t 

e.v.,^nr.u:c- in lU- . ,,..,..113 .ul..-,i.u.ai c.v,,c.i;...r a. Ihc 

[)\il>lic aecl II '• 

. *V . ' ' 1 .n , , , 

'-^ '^•■•"> ' " ..II..,, ... ,, ... , . !,.( ./ i.ho 

UittU . U. I \ t>U O. . , 'hy ^ . I /, ^ , 1 

.Mm ^^.\v^^, 1 1 ^. ,,,1 , ho hi.|.,i t I . . _ , 

10 hi.lp ^ ur \ja, tU^H i ^flki, * 

■ id. i.iuki A iM.iiil ill J , upul-.d . , 1, , , , 

-i 1 mhu; iph>> ahlu O.r V . /llJnl. , , ; , . ^ ^\ 
ui..i lu.KUi- ,,urc tl, . iri;urat.Oi... lm- lu-i i i , . i . , LW'Uch^ 
^^ V II L ii.:*t ih i>. I 
vN n ilol jB, \ . \ ^ ■ I 1 



Ms. Sawhill. i haw'a ibcommeiidation here about the point that 
you raised earlier, whichis th6 impoHaace'of marketing the tax credit 
progra^ and informing employers abd^tJtheir exisbnice. 

Also/it is important to reduce the bivraen of administrative redtape. 
I have react the guidelines that the Department of Labor -has s^nt out 
to the prime sponsors across the country in which they have been told 
that as part of the'^implementation of the new title vll, they should 
market these tax credit programs, and I think t^ere is a real effort to 
. overcome some of these past problems, but it will !^ke continuing work. 

Well, I think that in view of the time, I will stop here and perhaps 
have an opportunity to comment further if I think there are some gaps 
later on. ^ ' 

Senator BexTsen. Thank you. * ^ , . 

Ms. Sawhill, without; objection, we ^vill iiu ei't ilii) {jntire pn.fii 
stateryent of each of our witnesses today ia tlie heiiriaij recoi^d. 

Ms. Sawhill, Thank you, Senator. 

[The prepared statement of Ms Sawfiill follows.] 

.\ti'. ^MrainnAn And members of iliKi ..»»u.uiiuo4'.. 1 ery n»uoK tt|.|*. . . ... t,. 

. portuiiity to participate in this iinpci tmiL ©ct of lit Aringa on »),i*ucturttl m 
ploy me tit I uudertitand that tedtimoQ^ froni tho»t*. hearings will be u»eU 114 
paring the J.>int Kcoiioinic C^finniittee s repoi t to ( ougress this spring. 

The NttLional Comniisaion for Employment Pi»hcy, which is rec^uire*! L> 
1}^78 ankendmentt} to the C^omprehenHivc Ei.iployniunt and framing Ac, 
assitti the Joint Ev^ouomic Comnuttee in this endeavor, is pWaoed to ^ 
want to n.ftt^ thut the full \ 'omniission hu^ not hud an opportunity t«> rcvicvtr 
testintouy I will i?e giving today, i»n<i taAn might not concur with my vi* 
Neverthelcjte. tho Commisblon is .lc«plv coucernoa about thcoe isa.ies In 
Fourth AnnuuL RcyOrt to the Conyroaa and the Preiiid^ut, whlcli will ije is^^u. .i i 
wet;k. the Conwnission rtrConinkendd that: 

"The highest priority be given to new »(,i.iu.<3 ^n.i 4 u.a^.nul u..i,i.Lc ..a ^ 
ii> maintain and increase employ men t wiihuut eA.ioeri.ai.ing iuflaiion " 
an«i further st^<i8 that: 

' "There niU^t be better wA>a foi u x.l\lltA^«l ooi<Ui> .Uul with iniL.tioi. ( 
t.> oursue popcios that ini le^ase uniji.ployineni.'' 

It ia Hi} understanding that the overall piii poftc 0/ ,lii.. 1. h«j..iiu^ u oai ti 
tibility of ael^cti^e tmph^yniv/nt and tiaining ^yrogrftnt& (1) \o re.luco ;. 
rtrlatively high unemuk.yme.nt ra^es among certain Seignients of ih^ Jkbor.fu. <: 
and (2) ti> deeiease the nati()tial- imLmployniont rate without exaceroating inil t 
lion I relieve t^t 4scertaining the answers to these qiiestiot.^, and acting upot 
theni. shoul(;f be high on the natiou's agenda. Yet there are very few p<!jOple 
either in or out of (government, who arc focusing on these quealions As u result 
we know fai l<tSd than we should about ttie answers. 

The current adi^iiuiatration came into office c^nin«aicd to bhu tfiiitti^dc o( uaiuij 
selective emplu^Vinr^ent measures to i^educe uneiuployment The econo^iiic ^dtii^iulus 
pctckage of 1977 beav^y weighted in this direction, ^dpeciidly-in its unprec^- 
aenten r«licince on piiblic sei vice empl./yiaent Howevei, because the^e programs 
were somewhat nev^ and antried. V>ecau8e they were deni^ned to i.ieet mauy con 
fllctiag objectives, and l>ecause of their adiainist rativo complexity whic^h ^as ;«iade 
them difficult to inaii^ge, these progruii^ have 9ui>stquently fallen out uf favor 
MCttong tSWiny iaoiid>ers of the puttU^^^and tbeir roprcsentatives in Coiigcee>s. 
. Simultanetjusly. theie has ue«n some quc^tionlng withiii ihu ucadeixiix/ ui»iti 
i««unilv of whethei such progiakis even if perfectly aosigu^ki and implemei. i^d- 
c^n acCueve the^wo objectives which an the focus t>f these h jarii.gs In thii* con 
text. I have rtipu ficjith interest the t^ti.nony of (hu^e witnesses who appcareiJ 
befoi<^ chis (>6mnuittee ou Febr«iar> 6. Although ihe fi^.a! verdict is not in and 
probuLly M.ja't be for many years to cCme, my re. ding of tnis liter.i.turc Siig^eSts 
that the iiiry> although not unaui^i us. is ^nt.rally optii.usti.; about the ai>ility 
of t'urcfldly 'doaigpied e,opl< yment a£)d CTttining pn. grams to reduce un< mploy 
mint in reLiively noninflation'ary ways Howevt.;, those who ^re ske'i«tfcai about 
this f.ot^Ual are asking valuable questions; and tiiey aid" probably right to sug 
gjsat thAl w« bhouid lowe« oux expectations ^ 



^ What ail of the foregoing suggests to me is that we need to move forward aggres^ 
•iveiy on two fronts. First, we should oontinue to support basib research on what 
the econpmio effects of seleotive emplovment and trainmg polioies would be if they 
were designed and implemented according to the best specifications that our theo- 
retical understanding can provide. Second, we should seek to improve tho design 
and implementation of current programs to move them closer to these .tha:>retioal 
speciflcationa. Quite specifically, we should seeic to improve on the record of 
recent years by distilling from, that expetience the momficationa in design and 
administrative pnactioe which can make a diflfer^nce in achieving critical objec* 
^ tives in the future. Clearly, the Administration and the Congress have already 
begun this process. They have refocused CETA on the structurally unemployedf, 
tigntened up on the adminidtration of the program, put a new Targeted Jobs Tax - 
Credit in place, and. revised the WIN and Welfare Tax Credits in response to 
past' critiqwm. Continued monitoring, evaluation, and revision will be essential 
if we are eVfer to h&ve enough confidence^in these progl-ams to use them on theti 
much^expianded scale that would be needed to achieve the objectives of the Full 
Employment and Balanced Growth Act of 1978. The national commitment 
full employment and price stability is in place, but we cannot -^i^eet the goals 
this Act by wavitis a jpagic wan^. The ohlv recourse is to begin now to experiipe 
with pew and . revisea approachesjft, the hope that they can become the v'ehi. 
for tra^lating our aspirations int^eality. 

THfc \BlUTr O* EMFLOTMENr \SD TitAINlNO rttytiUA^^o *o ».uA,voii THK o I'HV 
TURK or UNEMPLOTMENt' AND KiEOUCfc; THL NATIONAL UN LMPLo r MiuNT HATL 
NO.NIWKLATIONART WATS 

1 w6ald like u<^>* t.. tsaiMi*.u4i^|^. ...^ > , H.^m^^lu ..^^1,^ , | i^^., 

wiiioh the 06n|re5»* haa reqiieflHkjtt, to rept.rt on iu March 

First, "can targeipd btrucf uiBBe^uloyiiieiit and traiiiing p^Vh ^ .Uic o un 
<s»iAtain a j^ecrease m uneinployVieni ratea aiiioni^ thoae begineuU »>1 the L.bc 
furcti'havmg special difficulties iil obtaining eiiiplo>iiidBt?" 

(0 Until recently einployiiK-iit aaU training prograiua vci, .»-juiiv.iy uiitui 
j^t-ted The rftalf of ihc C'oiuini:Wi..ii haa estimated that, undt . the old CETi 
legislation, there wore 2/ millipn t'Ugiblea for about 2.4 n.illiou ^iota. Thij left i 
jljreat deal' .>f diawretiou iu the hands of local prime aponsdrs to deciwe who Wot 
'having special difficulties in obtaining enipli.ymenl Some discretion ia desir- 
tibie since any act of federal eligibility ciiteria is bound to be ooinewhaUi.rbltrary. 
Hov\ever, witliog,C the tighter targeting intioduced ia nioie recent l<;gi»lation, 
the programs coold iioi eflfecti\ely Serve structural cbjtjctivett The iodwe of 
to clefine "atructuraliy uueqa ployed" or those having "special diificullies obtaining 
eniploynientf" remains Family mcoiiie and duration of unemployment are imper- 
fect criteria. 

(2) Targeio.l «>ui|>lw> moi.l piO(i»au.o uA; mum likely U» olAUiigo Iho .UaliilMlUon 

K,t eii.ployment than the diitributltm jt i.ueiiit.lovmeiit aince a.iy «.xpanaion x)f 
oj> port-unities Will attract people from ->utdide the labor fwrce. Man^ of the latter 
are discouraged workera ^ho fVce special dilficultiea in obtaining employment, 
so tnis need ^pt be viewer as a uttgti^tiVe outcome 

(3) Special it)0 creation programs can normally l,c c^i.c-icU u» iiii] c emplov - 
ii.,jnt opportunities for Idrget gropps, b\it it should i.ot be ass^i^.ed that ihey wiU 
do so on a one-for on<i basia M'any of lUe people who l^articipate in tne^e pro- 
gramL would otherwise nave l.mnd eiapioyn.ent in vhte regiUar labor m*xpket. This 
oiflplacement of rog\ila/ employment by subaidiz*.d emplovn.ent i.. particularly 
likely to occui it wages and working cuditious in subsidLaed jgbs are competitive 
with or supei'ior to, th^ise beixxg offeied in the regtUar labor -iqHpcet. 

(4) Assuming that the programs are successful in increaSiS^niia..^ n.cut au^i 
....lucing uneiiipioyiiiont »unong ceitaii. segments of ^he labor force, it is bkely 
that thcfae gains will be a Ueast paitiaily at the" dxpenso, of other gvoups This 
necessitates that some e^-trenieli tough p»/Utical jUdgn»ent8 be made aboui who 
should receive a&jist«uide. This kind of displacement of one group of workeij for 
aiiotheir will be less df a {^ro'bleui if labor markets are highl/ ^^gmenied (by age, 
race> se^. cU^) and if selective pt^livies are used in tandem with general stln.ulus 
measures to reduce overall une^iiploynienV 

(5) VVe s^iould dibtinguiah between abort ... i ohtun^..^ i.. 4i.c ^us^, 

t .r? wf eijoloyment on the one ha^ and l»>n^«n.ii or perm.^nent ch,m^,»is )ii CLm 
i thei-. i^SE or work expedience progn.ms inay be ilie .juickcst and surest v\fa; to 
c^ang.. the stractur.t of employ»neiit in the short i uii, but trailing sndi>l«»^iMvn? 
m the i/rivute sector mav have the kret*,ter impai t iu .he long run 
Tht Second J^y question to be a^idreoseu at thy^e 1 caiings is; 



''Can tari^eted structural employment and training programs achieve and sivs- 
tain a decretfe In the national unemployment rate without exacerbating inflation J" 

(X) In principle, employment and training .programs, can reduce inflatiOnaty , 
pressures t^y selectively expanding employment in loose labor markets where ifages 
are unlikely to be responsive to increased demand! Alt^^matively, they can provide 
an increased supply of trained workers to tight labor markets in order to ease skill 
bottlenecks that push up wages. These principles have never been implemented 
on a ^feule. which would provide a fair teat of their efficacy. Moreover, identifying, 
and th«n targeting on, ''loose" and *■ tight" labor markets i^ milch piore difficult 
in practice than in theory. 

(2) Kinploymewi iuid training programs can also reduce unit labor costs eitht* 
by improving labor productivity through investments ki education and training 

^r by 8ul>8idizing wages. A reduction in unit labor costs will, in many cases, be 
T^assed on to consumens in the foi m of lower prices, or (in the case of public eniploy- 
• ment programs) to citizens in the front of lower sales or property taxes. 

(3) The above considerations sug'gest that in order to reduce the unemployment 
rate in a noninflationary way, employment ffind tr.uriiug programs should ' * 
designed to: 

(o) improve the productivity of the labor forct; geuei'ally; 
(6) proviiit; trained workers in skill-Hhortago arufts; 

(t.) prt)vi«le .suUsidiroil job and training opportunities wherever there U 
ourpla.i of individuuL-i who wmit ti) work at c-xistiug wages but for whom th 
would bo no "effective il<?mAnd" in the abaento-of .such aii^i.stance.. 

(4) In pill t N;cau»t; they huVe bo«!n do^iiKnod to achieve other al>jcv.il> 
o»ifr(iut |>i ogi uwi.s ilt.'pari f i oni the tibv»vr (.lincipie.:! lu soveral re»peot»: 

(a) 1 nt y aio h. iivily *»! i»;Mt.. »i toWdr<i providin^; income maintenance U, i,. 
li..rnnu: f^^n^llit^^ ruthcr than Lo»/ard lii.pioving ^!io overall productivity a 
ertii itriu y t>f ihv v^\trk f< ,vc 

(^) There i."* i.iuch nitiio jij . .. J|..l. »,i..Mli.iti Uiuu ou. traUilin^ uu,l *h 

ii.iini..^^ occtiTs is* relativt.'ly imxptjiwi /c, .thot L torin. twul thas not higl^ly eff» cti 
in iinpri>vinK productivity. Moit-ovcr, the nkills \vhicli' a^e imparted are n 
u< v<-.s8arily th.i.Nc that? 'are in ^it-atent il. ma. .J. 

(t) Jul) ( (t*^iLiow program.^ are iu)t f.>cu.Mf<i oi. d**. i,.v\ >* .irt^J i.^iUipvtlLive Sei (, 
i.t th, ( Ci'tionty (hiost j/)h cr**MLit>n la in Lh<. pyit)lii. Sector) Moreover, they a 
n» t udi'ijUiiLrly carf<t tt(l oa uViiWn of nif^h ui.employment l inally, they do n 
ai»va>.-t Ariw ii.div itluali> wiio ha»<^ no k Iter native enipl.-yment ^/pportumti 
and hiK a.i u rt-cnilL, >Yillii.($ t** ivccvi o lovV-l,'V< I, l,jw paying jobrt although tl 
recciiL u..ionl.nviiLa u) the ^ KTA lt»y;ljltUUm tiii e UioVevi the programs in cb 
general direcLii>n 

It sthould be nott i ihai \ ^(M.M lot ii. i (1. ^i^/iiii^ iiii)gran 

Hi ucct)rtlaii.;e vV'ith tiio txi. Jve p. incij lr."* SptM ifjeally , if e,npl,,ymont an i trainir 
progruma ure viewtii piijuaril/ aa a wuj to i^nprovii ttic immediate distributii. » 
of inoi>mb aiul j<>b oppurtunitl.-p*/ tK< u iiLLL entphu^ i.s r.^red be placed yo Ahe. ■ 
p^.tential Lo Lif\pro\ f piodnctivrt> and nicet the ne^jtla of ei.tpl.^yers {\>r ekilled 
Wi>rkers. lu Aftvut Lhrre may l>e ^oni*. conMirt i>etwe< n achieving equity and 
efficiene\ ofejocLiv< v^hiri. Luu o^i7 i)e ..pi^lxiit in the ptjliticai urenti. Pro^iamS 
desigmjd nj aehu^o a faiu r di tributina of opp.-i't^mitieii wiU i,*^t necessanly bfi 
the bortt \ ri\i<iamr. fo. » aiding th<- (JNP «|id i.,diieing I He rule of influtiou coruii^tent 
with any leVv'i of uveitkll employ »iuMiL 

^liik io^hiv.ti , ta ... ..... \^ 

it* lh« <•! ■ 1, n l.i ( . ( 1 . i' A: . .'1(011 l.M i|( Mr^r , I <mi I I .> Ui^ L>n^ . . 1. 

iiieacy v)f (III lovinci t 1 1. lining pr&tun^s, ih .*i< i. a /( i tuer \queai ii m (lio 
Comniittet: i;i.uimn ^'i'iu-mi^r grawts ^it [>tt»er la t.f em. uragint, priw^te 
employt-r.-^ 1 » huo inin \ uhiala Mit^ilile foi FA lu prepa.ttli.)U foc aubmidin^ its 
Fourth AtitM.al hejjivj t, Lhr V *otfniilitt.-'i*ii. t xionli.od iNe r^le uf Che private ."^et tor 
in provnling <>j,portUfiilierH i n the strut unalhy un. inployeil i.. no.nc dcLaJ Ky- 
foidingly. in »he ri-maihi,li*i A ii.yterttiAiu.iiy 1 wihie \ i^w o^n al.*iy ja.id^ .m.iufl40il.^' 
finding on tht- rehitive cf) < < tivenenn of^ .AuT»i.idi/ni ,-n:aLioii in tlu puMie 
the prjvute .-^fct.jr \ L 
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The United States, unlike many European countries, has relied heavily, on job-^ 
creation in the public sector. But if selective employment programs are ever to \)e ^ 
used on a much expanded scale, greater emphasis will probably, need to be placed' 
■on creating jobs in the private sector. ' 

Any analysis of these issues ahoiild begin by noting that: 

(a) Wage si^Jjsidies and employment tax credits involve using the financial 
leverage of government to increase or redistribute employra^nt opportunities in 
the private sector. Subsidies and credits Are functionally equivalent and thus are 
often generically referred to a» ''employment 8ul)8idies."'The choice ^between them 
rests essentially on administrative and) political considerations. For example, 
subsidies appear in the budget while tax credits do nbt, and the le^islaiion es- 
tablishing each is handled by different conj^essional committees. J0ne potential 
problem with tax credits is that they cannQt be used to Induce changes in the 
behavior of public or nonprofit employers unliess they are made refundable. 

(b) Current PSE programs are essentially 100 percent wage subsidies for the 
publia sector. Thus, one can immediately distinguish between 8ul)sidized job 
creation in the private sector and subsidized job creation in the public ^clor 

(c) Such subsidies can be furthejr distinguished by whether tney arc desij 
to achieve couiUercyclical or counterstructural objectives. 

Thij^ particular ch'aractcri/sation i)f progranid leads to the (oiir-'wtxy cluiisi, 
tioa scheme indicated in Tttl>le I. This claasificution, m turn, raises a uumbe 
further uuestipiis: v 

(a) What is the i.i..ic..L uUo..«ii.,u the l uJ^^.i between thc^^c 1 

program types.'" 

(6) Hew do »ui.«ia> ^..i. u.. ,>l.,5..,...o; 

^c) How do eli($il)iliiy »tui..lttf in v .ly a ruaij p.ofcjraiua? 

id) How many^ pfo|)l.; tire cligil lo U>t each proiuain a.. . , 
.1 £5 p.ograni can i.u:ct it*. lit-Uafd util.ii\.c: of ^Ced? 

Some of the ilatu i.t < <u'd to a.iowci thooc 'tjucau....^ u.. |.. . ,it<i i .i .. 
i'Ut^ majof con..}naio..rt u> t>e Jr..wn fnn.i thcao data arc 

(o; Uuriag KY\-ly7*j, i.pei.<lia(5 tuthwiity fo.' puUic p. ,^ i 

^<> t>iliion ana c-stiinatc.l icvcnut l<)C3,*>fa frt.ni jaivato seit i pi ogi'f»ii..i u./a I 
th..a $200 lailuoa ^ Howi s-cr. FY 1979 to jonjc jBAoent, t tiansitior year 
which the New Jt>l.o TaA Cic'lit ia beiafcj phua. oi\l'aud ths; I'argeted Job.i T 
C^eait is I eing phua< d in By F/ i98l the ta.\ wt-dit pn.grai.ia are estiuiati .i 
produce ic veaui loaaea of ,lK>..t $bOO n,iJUt>n {a. o Haoie '2. footn.Ue E) 

(6) Tho eul«iitly levd i n' the private occt..r pi.)ji;rnnij i.i much l,,wc. u..,.. 
thj p.ihho aecti)(^ ^.rutjjhii.a ultt )u^h the pnvi,to oedoi lai^ot j5t.>upa . .c ao . 
wht^t laort di3ad\ aata^ged. 
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'4 ' uanaral omployt ni\ I 1 1 , .iJiai Catiagorkail employmai , ilW) . 

tMmpJ«i; New job» u« ciudit i Example^.^»f^eted jobi tax cuUit 
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HuiniiN II luu; uiinn con ij )imuuu,uw luuol 
<fi|iim Iron Joint CorriIUm on tiutlofl (Ijployi 
wiMilomOM (TJTC) and 2fl0,0M,«li (*ll(f L, ,„ ™ 
1 In a III cradit im with i pioviihin lliit aubaldind wiiai may not alto bt deducted loi tai 
purpoaat, tin mt nlm ol thi tubildy li (i-iO W whin j Is tlli subsiify ntrand t la Ihi'antployar'i 
k ntL fflfi#iiid ,1:0.4 (Hia ivaran lor all iniDloyira) and »(-}5,50O (mlninum ninl '<« 
thiv^Mii|l,SSOwlilchbUp(rcintlowirtbanapriaulnldybutpMttitm^^^^^^ 



S2 



«tuy) lui CE (A, 111 citdlt;ou|li utimalu Irom DDL II 
ir CEIA; Treasury eitiniata loi NJTC; pntimitikry c«li 
ind dllN. , ' 

cani disoUiiitnt in CEIA, 75 ptlenl dhpluimtnl In NJIC, Oli; m m 
linary CBQ nuoibira (Ryiiiii) biaad oii JO pirctnt ^v^mk loi caiiodii 

II Vi( ibovt estlmab m iiuad on^wnpitit intoiiMiion and a .mciy ot 
ibli aiiumptioii); theiDloit, Ihey Mbt usid to loiiest oidera of mHiiiya 
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„^ .(r) There Is overUpping eligibility ocroiia the varlouif programa with no par- 
.tlMilar i^iionale in most caaoa/ For example, the WIN bod Targeted Jdbs Tax* 
CrexUtaoffer the same BUbeidy levela but to klightly diffehont groups of people 
id) ThtteBtimated universe OObligfbleB is only partially served in each program. 
. In t^he oaM of public sector prograixiB th^ \b booatl^e of biidget constraints fn the 
icaae of private Boctor programs, which aMtopon-ended ii) a budgetary sense, it is 
, .due to a low take-up rate on the part of Smpioydrs. 
***•■ * ' • • , 

* *' PRBVIOUB KXP&RISNCD WITH PRtVATB BfeiCTOR J6b CRKATION^ PROGRAMS 

the first full-fledged use of pmpioymcnt Subsidies" In the United States was 
-iU^roduoed as part pf the ReVdnue Act . of 1971 and was designed to encouraae 
business firlns'to hire welfare rpcipient? enrplirfd jn the WIN program. This Act 
J Whs tater amended tq, cover a broader group -of welfare recipients and to allow 
" nonbusiness employ^ to participate. It^as re<?ently been amended asalh as part 
,\o( the Revenue'' Act of>1078. *^ »- 

[ Under, the pr^H*t law,' employers were able to roceivo-^ tax credit equal to 
i 20 peroqnt of the wkffflm paid » durihg the first 13 tnontha of ffmbl^)yment to indi« 
^ ..vitluala who hs^4 received AFDG for at least 90 days or whoTiad twen placed in 

* eHjploymeftt under the WiN program. • * ^ 

» ThewxpeViettoe wi^h the WIN and wolfaw te* (i«Kiifcaxfcii*boen disappoinjting. 
'Tb6 Department of Lc|bor has estimated that cqj^ifiMBgns for welfare credits 
, have runiess than 2,006 per year. In 1977 empire r/cidHH'N credits on behivlf 

of bnly 30;000 workers. This number is ioss MHtiLU'^BwBm'li heads or ATOG 
'.'families and only 'jft-6 pftrdbnt of employee! AFDC re^^BlK* In jKldition, two. 

survey* have irndicatedr that less than 10 percent' of empToym attributed their 

hiring of JVIN enrplleet to th^ availability o/_ these credits^ U ^peare that emr 
> ployers have been, obn/used ty the di^ering ruies under which , credit^ tnay bA 

claimed, dWcouraged by the,paperwork invoTvod, and that, in any cafl^, the sub- 
»8idy rate maV have been toAiAw to Reneratc interest on the part of thei»empioycr 

* The New Jobs Tax Cfedlf •(«,TC) wis a more broadly based cojintercyclicaUy 
prientea- program ^o? incr^asfi Ailp^oyment at lower wage levels: Passed as part 
of the Tax Reduction and SfrrollllfUon Act of 1977, the N^JTC provided firms 



oof wag^s paid pf up to 
p1pynrio]ti{ could receive 60 
-a tax credit 




wijh Credits equal to 50'pe^^Md|pm in their FUTA wage base qver 102 

-^pWreent of the previous Jf#rXlf«J^^ to.v^arious linUt^atione— ^uoh as « 
l!cap'» pf $100,000 in cripd?l|£OT|^ The FUTA bas^ for 1977 consisted 



rpe. Thus, a firm which expanded its epi- 
new worker's first $4,200 oreamings'as 

Evaluations of tfae NJTC haveiftdicated (1) that many firms ilave ignorairt 
of iU (Existence, (2) that iftany of those ^ho knew about*it did not qua&y (for 
example,, because their omployraent iev^lp failed to expand tfuffidently), and (3) 
that about one-quArter of those wh'b knew about the credit and had established 
that they were eliffible^ iifeceive il reported & cQpsclous effort to in crease em ploy- 
. mfl^as a result of thi^credit.^^ Three separate studies confirm that the program has 
;h*ad a positive impact on emplpymfent levels and at least orie'shpws a signific^mt 
r^ductiqjn in pricestas a result df the credit as well. Based oA his review ofvarious 
• sttidies jo date, John Pahn^ silggcsts that the NJTC may have produced several 
: .(jundred thousand additioiial iobs^during 1977-78 and a rate of inflation which' was 
'jsomewhatJ^ss than half a point l^wef fo , , ' 

^ There areL several. iecSRons t» b(b learned from these pi^vious experiences: 

(a) FirsLi^f ir import^uit.to ptibUoize information about employment tax>eredit8 
antJr to market tHeRi more a^^ssively. - • • '» . 
. jjhj Seconq, 8mf{ll.sui)8idie8 oi\c^edfits and capped pfograms may not be suflScient 
;^toT(ncourage,e^l>t(Srers t6 change their behavior,, especially in tightly targeted 
•|)rogramp where the^actu^l or perceive^ productivity of participants is lilcely to be 
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V NAB-JpBS' program was to some extent, a pFecursor of-Ctoent employinent suhsiay procranu. 
butrince ehe topbasla was on OMVc^nhacta, it Is reYiewwfin NCMP 3-27-78. "On-the^ob TretoK? 
A Review oftbe Experience.**' ^ ^ , . , » 

•AMMieh tfalstow hw'how been amende^ and tlje^subeldy Iftore generoiis,'^the change is less than first 
mctot^ the bye. Underthe old laWt'employers could take a tax deduction agaln^ sub^diHOHnges and under 
ib^ jpw law they cannot Atjk tax sate of 60 percent. tlk» value of the two mbsidieylnKlent. At any 
. poww tax rate, the new lai^ issomewbat more teneroua. • ^UBIM 

* Stttement of Amdd H: packer before the Subcommittee on Admlnistration^of tnKrnal Revlbna 
Xlpdft Coinmmee on Flnaftca and the ^eot ^ommlttae on SmaU^Busineea. U.S. SenafeTJuly 18. 1OT8. 

' B jffi^'^JS*''^"™*"* "^9^^ ^^^^ Private 8ect0f'» in qreating^obi, John L. Pajter, ed.» 

• Robert Eiffloer, "Employment lixes Subidiee" (procesed), p. 19 fl. ^ 

. ^Joh^Palmer. Statement before the'anbpommfttee on Admlnlitnmon of the Internal ]Etevenxie Oode; 
X;omqii(tae tni Finanoe aod.the 8*1^ Contmlttee on Small Business, U.S. Senate. July 18. 1978. 



(c) ^Ird, empKfyorfl\ui not participate If thej^ nro req'uired comply with 
cxcesHlve amounts of rfgulation and paperwork. The admii^rfttivc costfl a»- 
»ociat«(i with recruiting and certifying eUgiblo participants iaWgcted progrnins 
can he ewpedially burdenflome. , . • *^fr^,. 'Jk' 



TJIIB qOST OF PHOVIDINO JOBS IN TUB PRIVATB VERU3 THHTfuBl»|R:C'rOR 

Both public and private jol) croatioo pcoKr'am.s sufTcr from the problem of dis- 
pUccmttnt. That iH^'in the uuhHidics to hire pcDpio that they would iiavo 
hired rt<»>»vay. In rSI«: proKnanw, thin prulilem is often rrf»MTe(i to ad "fiacai Hub- 
iititutiwn." In private Hoctoi- wn^e aulwitiy prOgniinH it is often lal^ciied, even ijioro 
porjojitttively, a ♦Vindfali ^ain" for employop^. ThcHO tiiffercnces in tcrmlni&'gy 
Hhouid not obHcuro the fact that the proceatjea arc essentially equivalent Iff'tho 
two coses'. • ./^\^- 

In -the public sector ctwe, the payrjfrti samaa generated by fiscal substitution 
MmprQve the condition u( local gt)verAmenUii LuHj^ctH in 'the sho^t run arid fre- 
quently enaljie n iocai govorpment to lA'ep sales or phoperty taxds lower than they . 
otherwjse wpuiti be over the longer run. In the private sector ctisc, ''windfall pru- 
ftU" in the short run may reault in an expansion of output^nd lower prices (ex- 
neclaily in competitive industries) over the longer run. In both cases, there may 
be antfio reduction in ifl^titttionary pressures as a result of loVfertaxerf or prices 

Morogoneraily, most of thefuntis initially fretid up as a result of displacement aro 
eventually phunnelell l)ack into the ect)non)y. If this does not occur through such 
means us lower ta.xes or prices, thwi it wiii occur through greater xiividend pay- 
ments o** investment in the private sector and less l)qrrowing or mt)ie capital 
expeurtilii^es in the public sector. The di.stributionnl consefpiences of these secon- 
(Iury;aliocation84)f public funds are-cui rentljj not known. However, therfe is clearly 
•greate? political nrvuUion a»Kiost providing subsidle.s to the privHto as compared 
t(v the fAiblio ii4)Ctt)r. PVderal gt)vernmrnt r'evenlie sharing flu- private enterprise is 
^lot lin Idea whtise time has come, except 'perhaps wh^ sueh sul>sidiea take the 
form of investment tax eretlit.s.'* 

• TThese- politicill consideratii>n.s aside, the choiee between public and private 
stetor subsidy- programs should rest, in largo part, oih^hc budget, nhsts per job 
created. This cost, in turn, depmds on: < 
ia) the It'vel of the subsidy in each .sector; and 
(/>) th<* displaeenu'Ut rate in each ^ecttir. 

Curxently with mueh higher subsidy levrl.s in the public than in the private 
Sector (set* 1 able 2>, P^K is clearly h more expensive , program unlcsis it e^n be 
shown that di.*«plaet»ment ra^te.s are very nuu*h lower in thr public .sector. Table 3 
provides sj^'um^ figures to illustrate ih\s point. 

The table in.Ucates tha^, with a 20 percent di.splacement ra*e in the publift 
sector and an 80 percent rate in the private sect * ... r . 

still the cheaper altermiUve because the average i 
is nuieh higher than the sul>sidy level estalftSiei 

ici'ment rates in, these programs? 
im-y. 111 raci, diverge as miicn as siiirirestrfl in »h*» 

why 



L-uu Liu'ipiuL't'iiiuni/ ra*e m me puuUC 
sector, private sector joi) creation is 
aae subsidy level prevailing in (^pTA^ 

. T ^ . ^ ^^^^ ft*'* the New Jobs Tax Credit.'* 

A i-mictti question, then, is what arc the displaci'ment rates in, these programs? 
Do tiK'y, ih fact, diverge as much as suggested in tb^ above exampln. nnd if so. 



TABLE 3.— ESTIMATED COSTS^ Of PUBLIC VS. PRIVATE JOB CREATION 



I . '.^ Publft sector Private lector 

,3)rr)UirgnU)»r«)obj JubJldn.d(l)df«idedb;T2y^::,■■:;;;:::^ , ■ mm 



CtTA-PSE established by the 1978 amenidm»»nts, Does not include overhead or t/aimnfWs 
dm th« ne«* jobs tax credit on 1st y*,r eli^tfo wage, (SO pAfcent of FUTA base 6< IU(Xf fTiimis 
qfrsetragainst tnbsidiidd wfl^M). ^ innu^a 



I Average #8ge-lffi 
^ Average subsidy 
1 40-Derecint loss of tn 
> 20 percent 
« 80 ber«ent . 

IhJo^Ih'uf^^f^'itoV °' SQen&in only. Additional jobs.^re c'rbated ai the initial injection offunds now 

.r|tld^!l{S^ ''^'^ o%othe^l?5^.*rograms aod the increased revenues gen< 

«.fH'Jh^»*f"J"*^^°y*** purposes oUhia discussion that both t3%>esof proRramsarffllnAnced In the same wav 
^d^t^a; any secopdlround economic effects wWi h occur as tho'^ids a^eTh^nd^d tffoqgh the «onSi?y^^ 

• Revenue looes from the ITCare about $15 billion annually.An''employmiit tax credit funded at this 
^^T?«'^?h'^'*uP'°^?.^ ^'^'^ netehborhQot* of 2.7 million ,iew Jobs /s^ fSble 3) * ^ 

»o Both aitcrnatives compare favorably to the costs of creating fobsji^ia Bcrofi»»the-board tax ciit^ or in 
creases, in government^penditures which, carr/price tags in the niighSrhoSl^$?^K 000 pe? job 
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.iJ^nf luE't''i^*'"fl^ diHplac.ement figure used f«B|^e above e^tample is con- 
sistent with the firHt round of evidence froto thfVnHK Institution ftioiiitorinir 
Htiidy reported enrlier by the Comini88ion.«« This fsSably aWerilffitt since 



other Htiidlea have found higher displacement rates."". In any case, thero is 
rentiy no oonsenfli^s on what the "true" rate might be and howUt varlbsrfover 

I'/rKP^"^^" ^? variations in program design. A similar degree oft uhoBrtainty 
♦ ^ith r^HPect to displaceuient in private «eCtonprogramtf. Sovehil EBVopean 



cur- 
time 




empldymcnt increaHt^s which would have taken plkco ^n without/ the pKOgram." 
• The finding in Tiible 3 thaX the costs of^ob creaflSi in thq two seotpra arS 
roughly comparabie is probably not coincidental and may have a fhrtic ftmda- 
mental explanation. There is evidence tllat both lAiblio and private employers 
reHp.md in much the same way to a decreasG in the cost of labor by *txt)ft#dinK 
emp oJ'ni«.nt.»* t fnay.siuiply Uo that the much larger sul)sidy levels per lol) in thfe 
public sector elicit rurrespondingly larger additions to employment. Viewed in 
thi.s way It would not be at all surprising to find that the coat per job created is 
very , similar acro,*s .sectors. '• Thus, the justification for higher subsidy levels in the 
public sector prolmbly need3 to be made on grounds other than oost. Possible 
arguments for providuig deeper subsidies to the public sector could include: 
ii; A preference for j)ublio sector over private sector output; 

(b) Targeting of public sector jobs on harder to employ groups and of private 
sector jol)S on less di.sadvantaged groups; or use of pul)lio sector jobs to guarantee 
work to seleeted -scgmi nts of the population which would necessitate full 
:*u^>SJdlJ6all()n. 

(c) More ability to control displaiement'in the public than in the private sector. 
-Deeper subsi<iieft for the public .sector provide cheaper labor to the public than 

to the private fjector and could encourage an overexpansion of public relalive to 
private sector outout.'* Of course, if this bias toward public sector output is 
deemed desirable, then rno/e generous subsidies for this sector are also appropriate. 




♦ K« , ♦ . i " TargeU'd Jobs Tax Croilits sifggest umt 

the private .^lector programs ore actually targeted on groups with morfe severe 
rnvployincnt hiKulicaps. Thus, there is currently no consistoncy l)etwecn ^ibsidy 
it'VeL-i ami Wigil.ility standards. Nor is there any apparent rationale- f6r using 
different eligihiJity criteria in the public vs, thfe private sector, and it may Jje de- 
sirable m the future t.) move these programs towarci a common standard-of need. 
Moreover, some standardization of eligibility criteria would permit greater .cbnfral- 
izntinn of c;«*rtihcativn procedures in a single agency whi(;h might then tak^oh the 
.responsihdity for verifving and monitoring^ the income levels and other characteris- 
tk-s of parti eipants. Without some attempt to strpamli'ne and improve thes>^ 

TllniffWl.ni^''^!!'^^^^^ ^^«^H>owPr I'olloy An- IntPrim Roport I'o iho Congre^-Job-Crefttion 

I hrouRh I iihlir atM-vici» hiiiijluyiupnt." Hepoii No. ii. Murch ly7S, Voiiimp If. 

lM.^''l'r/:uri!H\if^^^^ Oi^Wacmeut Under an Expai.ded (TTA^CTiUe 

" KUnin^rl^ t^^BPimission tor Mani>owpr I'nli.^y. Fourth Annual Rfport. 




I tii.'?ronpnisn)m.-;.sliftmn)y ft imnjhor of oxii«rt«;. Ill fiM't sevpr 

ons^iH^ffp r 1^^^^^^^^^^^ may ""'Z^'!.'^* sirlwldizdtlon. In other" words, we. are nnl her^ fUs- ' 

of su Sd^^^^^^^^^ \ ^ iTHit ion fimd.s beiween.iho public and private svclors biu rather ihe loveh 




analy.rKhav.r^..„„.orwI^<aMiul..^^ 

^,M,^/«'''hn'";'l*''''^^^^ rodS<T(rcofitli?oiildnotT^^r" 0 

POT lulpatP whi e ihofo \dth unmet social need.s Vhl(.;i could be provided by VSE workers mieht expand 
L^^^h !iPa'"^'»' y thf prodactl^lty of some members TTf rhe iu^ihW |,oimliuoiUs%o^t? z\ro 
is What a 100 percent subsidy implies, ihen U Is .lutstlmmble whelber.thoy telong irf a fsLK piogfaWi al all 



procednrea. tho potential for abUHC and inequitable treatment of applicants is 
consideralile.- * > , 

Finally, it may he ooMier to control dmplacement in the publio than in the private 
sector. This con k>e achieved. 4or example, bv requiring that CETA worters b(\ 
employed on-apeuially c/'oatea projoctd. The disadvantage of this approach is that 
it may also reJuce the value of the outpufwhich can be produced. It/btces prime 
sponsors to use PSIC wori(ura to provicfu serv*iouH that taxpayers are not normally 
willlpg to HUpport. 

VarioiiH entTrtfl have also bep.n made to control displacement in the private 
sector. Here, the major Mtrategy has been to design marginal subsidies which only 
pay employers who expand employment beyond some base level. Some of the 
complexitirH involved in designing marginal employment subsidies are discussed 
in t^'pttper prepared for the Commission by Professors^ishtp and Hayeman.** 
As they point out, it is difficult to design a program which iff both marginal and 
ctitegoricai — that is targeted on th<» increased employment of hard-to-i«mpluy 
workers. One reason for this is a lack of information on a firm's employment of 
eligible groups in the base period. A similar problem besets P8E programs due to 
the lock of historical data on the characteristics of^He employees of state and 
local governments a^fl of community based organizations, broken down by their 
characteriHtirs and whKher they an* CfiTA-supported or not. Without this kind 
of data (and even with it), it i.s difficult to say whether counterstructural job 
creation programs: . ' 

(a) l^ad to any net increase in joim for eligible groups as opposed t.o a <iiove- 
nifnt of eligible workers from unsubHidired te subsidieed job slots; and 

ib) U»acl to any net imTea.*»e in total jobs as opposed to a substrtution of eligible 
for ineligible workers. . - <^ , 

IMP\CT ON INFLATION * . s 

One final issue to be addressed is whether private sector subsidy program.^ are 
b<^tter inflation-fighters thon public sector subsidy programs. There is not complete 
consensuH on this question, but the following considerations appoar to be relevant: 

(a) — Kntry level wages tend to be higher in the public than in the private sector, 
creating the possibility that Pi^I^ programs will force private employers to grant 
competitive vage increases which will be in^ationary. 

(6) — Loweitoabor eosta are more likely to be^ranslated into lower*prices> in the 
private sector." * • 

LONG-RUN GAINS FOR PARTICIPANTS 

Jt)b creation programs, whatever their^immediate effects on the employ mont 
and income of participants, do not necessarily improve the Ibnger-ternr ability of 
these individuals to compete in the unsubsidized labor market. And 'since the 
duration of the subsidiaed employment axperience is generally only for one or twa 
years, any failure of the programs on this scor^ may leave people no better, oflf 
than, before and callinto question the wisdikm of committing public funds to these 
, activities. . . ^ 

It is hop^d .that the experiei^ec of having a job will improve the attitude?, work 
*hai)it8, and skiils of purticipanfs and certify their employg!l>ility, loading to higher 
earnings subsequently. Although sjome evaluations of both private and public job 
creation programs have wiggestecl that ?ui'h gains do occur, methodok)gical pro- 
blems inhibit placing too much ^wdence in the result^and certainly make it im- 
ports i I )le to quant ^f^• Jiny tUtfermces between the piibli^^and the private sectors on 
this score. • % - ■ 



fr^ra 



*»• Johu pi.Hhop and Rob<»rt iraveman. "'.CatcgnrirRl Rinploymt'nt Tnceiitlvp PrT^rams: I»)ye5 of Siructurft 
and I)«9ij(iij'.- privt^jw^d. ^ 

*» NoU inat duia on the chanKing •K'oiuJdjIc and domoRraphlc- chara(*tpristics of CETA wotkt'rs whirh 
aru often advdnivd as iiidtj'atora. oflhi* program's spccass an< not Kenm-ally dt'conrt)fiinif*d by data hn the 
chanfcinK charal'tf^rlyllcs of ai| fcov(>rnment arid ('\iO pmployt'es. Kurthrr. it Is pessibt that th^ absorption • 
df thH t^coMoniioatly dUsad van taxed and niinWilii'S into thrsi» two sectt)rs has bt'»»n acimn^aivit^ by at Irast 
some decline in their partiiipat.H^n In llu* privale 5«:clor relativo to whatMl would have he<»n In the absence 
. of PSE |>roKrain.*t. Thus, an oWrved inrrease in tho<»mpioynient of minorities in PSE jobs doei* nol mre^- 
sariKy mnan that their ovfrnll «'n)'{<ln\ nu>Ht l;ii.s UuTea^^ d hj ajj mlirh. Thi'lr employment tn n<?n,<«ub!=ldiJ:ed 
Rovprnmerit Jobs »ud In rrffwiar private svctor Job.s nmy bu Im than it would have bi'eti in the ubj<Muv <if 
the proffram. > / ' , : , ^ 

This (x-curs when employer? hire ftd^tional worlrprs tD produce additional output which can thon only 
, be sold at lower priCT5. If lowi^r laJt>or coSw In the public sector reduce salei^or projvrty taxes, this could aiso 
be anti'lnflationary. Unt if lheyar»' u^jfid te) expand public sector output, there is no corresponding reduction 
in measured prices. \\ hellventhere Is ftrediiction in '•real" prices or not depends on thfr value society puts on 
the odditi(jnaI public ?eft<tr output. The iVlJJniule effects in both cases also depend on how any initial reduc- 
tion it) pri^^p*ur incieare itLiraikel wugfs\^<cis people's expc<.'tations about the future ccgurseof inflation. 



More quAlitaUvely, it ia often.arguod that one clear advantage of private sector 
Job creaUon i» the fact that uny skills acquired are Imme^diatate^ferable to a 
permanent joJ> within that sector ahd that the tax credit* oWfed to employers 
operate as a^ eflfective recruitment and training subsidy. The fact that the training 
BomeUmes conBista of learning how to fill a hamburger order is frequently men- 
« possible problem. Tlowever, subsidisation of notoentry level jotw does 
^nol||p9em parUcularly appropriate, given limited budgetary resourues. Moreover, 
anjr attempt to combat this problem by introducing and then monitoring a Signifi- 
cant training component is such propama leads to greater admini«tratlve com- 
plexity and the possibility that employers will reduce their participation. Aa we 
have seen, this lack of participation has been the Achilles' heel of pa^t programs 
directed at the private sector. ^ ^ o <^ 

."^ " CONCtUBlONS AND POLICY RECOMMENDATIONS 

Based^n the foregoing review, the nation may.wi'=fti to move toward achieving 
great^ balance and articulation between the use of subsidies to provide jobs for the 
dtructuraUy unemployed in the public^ and private sectors: 

pqU) ^^"^Rtjy (^al year 197») $2.5 l^iifion is obligated for counterstructtiral 
t'au^ provide 275,000 fully subsidized jobs for the economicaUy disadvantaged 
onffUerm unemployed. By contrast, it is estimated that less than $800 miUion is 
likelVOo be spent for the WIN welfare and targeted job tax crediU, even once thA. 
•re fully implemented in fiscal year 1981. • * 

(2) It'would be possible to move toward common eligibility standard^ for these 
programs with a single agency {e.g., CETA prime sponsors) responsible for certi- 
fying ehgibiUty. 

y (3rJt is 'not clear why deeper siibsidieH should be provided to public than to 
private employeis, unless public sector" jobs are to ha reserved for harder-to- 
employ groups or contain a larger training component! Current eligibility staritl- 
ards suggest that the private sector is being asked to'hire the more -difficult to 
employ groups with less financial incentive than is the case in the pubUc sector. 

{4) Both PSE dtad wage Aibsidy programs entail a substantial windfall gain ^or 
employers, which may .or may not be passed on to .citizens <^r consumers in the* 

tform of lower taxes or lower prices. Programs should be designed to minimize 
this wmdfaino the extent feasible, but some windfall is inevitable. These windf&ll 
costs may not be Excessive giv4ari the potential social and economic benefits t6 be 
(Ifenvfed from putting people to wortf. Furthermore, there is no evidenqe that the 
^ net budget costs of producing jpbs arg' iijjierently lower in one sector than it\ the 
other. If anything, the evidence suggested, that job creation is les*^ costly in the 
priva^te sector. * - ; 

T,^® ^^^^ windfaD gkps in the puWrc debtor take the form of "rev?nUe 
sharing rather than ''tax cuts foi» business*' may make PSE more politically 
acceptable thah private sector subsidization and iiould argue for dir^ting moie 
federal job creation dollars to>the public sector. On the other hand, the fact that 
the absorptive capacity of the public sefctor is limited, that the value of additional 
pMhhc sector out^jut may be low, and>that t>e ultimate objective should be tb 
move most of the structurally urtempioyed ihfoT?fe regular job market argues for 
m#rp fun^ling of subsidies for the pri\^e iwJ^ptor. 

(AhThe success^ of past private se|8rtr aui^sidy schemes has boon inhibited by , 
msiimcient attention to mforming^AipIS^Vera about* the provi.sioris of t^e» law, 
targrH^ng^which was yiv\s%d i\a overVjvrebtriptive; subsidies whibh- were viewed 
as too .small by employers, and adnjfinstr/iUjjfe arrangements whirh were oveHy •» 
^ biinicnsome. Some of thes^ eariior-^fifiiencrps" have been correffi'd in reccntly< 
enacted legislation. However, anwegulatlons^which are promMlgated in connectif)' 
with thi.'^ new legislation .and any futtffe legislative initiativesishpuld l)e carHull 
fashioned with these proljlems in mjnd. There is at least the possihiiity that^suc. 
changes would make these ,.^cl^emes more attractive to employers and thus in 
crease their utilization and ultimate effectiveness. 

(7) Target-od programs^ whether in. the public or the private sector, are designed 
to miprove the employment prospects of certain categories of workers. Many 
peoDle^re concerned that this may eliminate job opportunities for other groups of 
worHers. However, appr(foriately designed ^rogr^ms can reduce total imemplov- 
ment b^'low what it woul^.otherwis? be at any given level of inflation. Therefore, 
the gain)? for subsidized won^rs need not come only at the expense of unsubsidized , 
wol-kers. At the sam^i tinji^Mpuch more attention needs to be given to how ta^ 
ma.ximize the potential Ot gBp<* programs to effect noninflationary increaa^ain 
<total emplf>4-rn^t and outpiftRThese gains are uncertain at best and we have not 
learned v^»ry much aboirt now to achieve the^. 
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(8) In ita Third Annual Report, the Commission expressed reservations ahout 
r8E as an employability development policy." Similar reservations could be 
expressed ahout the ability of snbHidiaed employment in the private sector to 
improve lorig-t«»rm employment proHpects and earnings. Neither of these programs 
is likehr to servo the needs of thoHe with the most serious labor market hundi- 
J5?P«- The latter fieed much more intensive counseling, remediation, and training. 
Thus, some "creaming" of more employaJ)le individuals is to be expected in job 
creatiott pnigrams and should rllJt be viewed as an undesirable outcome unless it 
also represents a pure windfall for employers. 

UD). The above policy recommendations are directed toward some rationaliza- 
tion'of public and private sector job creation programs for the structurally un- 
employed. A similar set of arguments could be advanced with respect to public and 
private Hf'etoV job creation programs for the cycUVally unemployed. With the demise 
of the NJTC at the end of 1978, the nation will have no general ernplovment 
8ul).si<Jy with which to coimter any n^ces^jion which ndghtr eruerge^v^r the next 
, year or two. Some consideration might l)e given to adding a well-deSiigned- non- 
?J*>'g<'te(I, t<»mporury. tax credit which would fliil).sidize increases in employment 
n^yond some base. level which varies with the overall state of the economy. 
Without such a program ic place, and in the event of ^. re<«essibn, the natijJn 
might ^(W!for6ed' t^ rely on eountercyelical PSE or niacroecononuc policy to a 
greater degree than in necessary or deslrabh*. In additibp, a gtmeral employmAtt*, 
sub.sjfiy wouM help to offset the increases in payroll taxds'and minimum wages' 
scheduled for 1979 a^Jlul^sequent years. , *' . 

. Senator J^TN'tsev. I have a note here that Conj^ressman Brown Ts 
tUtaineul W the woather an<l will not be attend in*:;, hut he has an' 
o|)eninK staternenf ^^'h. without objection, we will put in the record 
a^ihis point. ' ' > . ' 

(Thf* openinj^ statenu^nt of Re[)rese[U^t ive Bpown follows:] 

I OpKNlNO Sr.VTh Mf'NT OF 1? kpheshktati VE Cl.AnENrF. J. BuOWN 

''^Mr. Chairman, I welcome the witnrs'^es to this» the second day, of these very 
important ^jcaring** on strurturtil »>nemijloymeat. 

The proi>lem of stri&ctural imeriilJloyinent i.s the most severe social and economic 
crisi's we have in this ^ijjuiitry today. 

The j)rolsiem most seriou^^ly hits the young and minorities. Teenag/p unemiJlgy" 
merit is, after four yea of recovery, still al)Ove it.s pre-recession peak. ,AIinoriJty 
youth unernnloyment in measurQd, and I use the; ^e^rrrf loosely, -flt 35 percent. 
But. the trijth of the mattt^r is that J^he barriers are .so string and the opportunities 
so limited that too many of our youth simply leave the jolp market. Consec|uently, 
we can only j;U(»s.s at tl^e r^^ite of H.nemployed youth iti the central citifs. Sorne 
estimates rim a* hiffh as GO percent, and they represent a ticking liomb waitinj? 
to go off Unless t^here is sorne teasing in their desperate sit nations. 

Ai the first <iay of hiMrin^, ^ve heani^testimony that the orivate sector is 
needrd to help, the structurally nrTerni>loyed. We hen rc f ^|liirv\ra in ing was, in 
nio^a part, thc^ key to Helping 'the structurally un t^inplfu rtfl. We heard a great 
(leal of /ijpport for snl>jjjdi<*s attached tt> training.' We ht>ard support- for the 
work or jntcrmetliate organizations and on-tjio-job frnining pi^grams* in. the 
P^i%ate ^<*crnr. * - ^ , 

^4^$^ whiu we must hear from Congrrf^s are new initia-t-ive's desigriefi tb aid the 
8triivnur«^^|>:^;unempl(iy<'d. To help thos^ pe^^)le who are the unemployment stji- 
tistirs.J'!pf)»help those peoi>le who fae(» thi^ tighte.st o^job markets. To*hi?lp tho«e* 
peopU> wh\^ire losing oiini's most important d<'f<Mi«jf* ^ hfjpe.- 

'VnatoiCJ5f:\T?iK\. One thinirjtlwf J hnve learned in tkuUime here is 



aT)ouwt'!ie ■generation of icleas.W tliis romrnitt«^o^ we ^o/n lot of them. 

'^"^^.^^'oc^W rotilly beirin t^j^j^nk into- the consciousness of many 
.^^ni>)^,;j^x: certainly the publTplund the pj*ef;?i, untij Vijf'y have heea^ 
fe()en tP!T^J][^ many tijnes, hut they.jnvolve one i^^^iat Tmi and 
the pfhensijR'hve Worl<e(l on vctv m\ich. * * ■^ . - 

^[r*. ^^'ill y^ii pi?t^<**l now, sir. 

Annual H<*port to thp PrpsiMrnt ftMfl tlio Conyross of th« NnMaHj*} (*nTiirni.<'>ion for Maiu mv. r 
• J 



vsATsattan ov BAlnEi & kAkkriiesh, pboeessob op eco- 

HOHICSI/HICHIOAH STATE UipVEBSITT * 

' MrrHAMBRMBSR. Mr. Chairman, I have a prepared statement that 
would lifce to present for the record. 

Senator Bei^tsen. Fine, withbut objection, >N ' 
Mr. Hamermesh. May I comment on some points abeady made. 
LftPPreciate the opportuni^j to appear today. As you mentioned, 
I, ffittd others, evolvettpthe wage ^subsidy idea 3 or 4 years ago. I 
testified in 1975 before the commit«le iit^iiiicago, and I thinklwas 
the only one who spoke in fav^qf the vfl| tax credits. It, and the 
other ideas, met with silence during thf^Vhe of expanding public 
service employment programs. 

Despite that, as vou noted, 18 months later we had the New Jobs 
Tax Credit lavV^ Qn the books, and today we have the targ^'^pd program, 
which aims up to $3^^000 per hii^ if they are iii the categories of-.dis- 
advantaged ^ups, welfare recipients, arid others. 

To have shJfted rapidly from no policy U) a general subsidy, to a 
categoricatl subsidy, requires' that we be clfear what we can exp^'t 
. -«;cpect from those policy tools. 
i ^>^uJd likj/to analyze some conclusions I have come to on these 
y^iobs^oa ^sures, a nd since the invitation letter asked £pr program 
^ recomnlendations^ rjwould like to make a few program comments^ 
well. I think those issues may^ be as imporctnt as tha more general 
yjH'P economic issues. * ' < • * 

; Jt appears to me that a wage ^crbsidy likl^he newipts tax credit is 
, ^omg to be ineffective when the'ecbnomy is at w^gbelow the non- 
W accelerating-inflation unemployment rate, as it is now. I i^iffer from 
Ms. Sawhill on this, since I don't view a wage'subsidy as a cheap way^ 
of loWeridig the inflation r^te, today. It will lower labor cJsts tod the 
employee may pass tmse savings on to consumers, but this subsidy 
involves a tax loss, and thdt loss has to^tfe^nonced somehow. In most 
cases in the nast, th^t t^been financedi-OT^ter printing of money, 
and although I am noafccoraplete nSoftltirist, although I spenV4 
''' ' ^T®?^*^^ Chicago, it see nS to me this cost works against the benefits. ; 
don't see these progrtlms as doing a single bit for lowerino- the rate 
t)f inflaltion. ■ ' y^^'^\^ "M ' ' 

^enaior Bentsen, Le\ meWsk you this: Some of these persons 
rfon't qualify forjrfelfare payments. Isn't that a tradeoff? 
^ ^ Mr^AMERMESH. There, will still he some tax loss, and some adil3fe^ 
, tionaMhancing has to be done. ' ^. ^ ' ♦ . ^ 

Senal^r Beotsen. But I would assume that there would be some ' 

• contribution to the productiyity of the tountry by taking this job as • 
' , opposed -to not worfeiog at all. ^ * 

/ Mr. Hamermesh. There would be more output, but I am n.ot sure ' 
. average output would go up. We could build s(^enartos wher6 it would 
go down. The total would go up though, l am quite siire. .t- 

Nonetheless, I agfee hare with nly €olleagi(fes that this kind of pro- ' 
%designed, .and||Q me the'most important thing at tliis point / 
is*to miKe sure it be avHlable as a countercyclical device to 1^e trigggred 
by riseS in the aggregate uiiemployipent rate. Jf we had that, it >^ld 
serve in its correct role as a oountercycfical tool. 

• ■# •> 



% ■ • * 

One way of doing this might be a trigger of a general wage subsidy, 
like the new jobs tax cre^dit/to come into eflFect when the aggregate 
uneraplayment rate rises to about 7 percent, or some figure roughly 
around there. This would insure the subsidy would become effective 
only in periods that represent depressed business activiyir, when this 
would be appropriate as a countercyclical tool. ^ . .. 

I agree with two previous witnesses, and also some of the piE^opIe 
who spoke in your first series of hearings, , that th#targeted jobs 
credit can eventually only have small longrun impacts in redifiiag 
the unemployment rat6 without acdblerating price inflation. . 

As Mr. Palmer noted, this is because, most of the targeted groups 
contam individuals whose labor force involvement responds readily 
to job opportunities. What is ^oing to happen is that tne wage sub- 
sidies in most categories will mdu^ie individuals to enter the labor 
force, aiicr' the* targeted groups ; wages will be driven back to their 
original lovf?l. This does rfiean there will be more people in these groups 
in,ttl6 labor force, and the groups' incomes will oe higher. There may 
not be any^unerpplpyment rate impact, but there will be an overall 
earnings iii>pact/which I don't think should be taken lightly. It is an 
important inipac^. 

These are long-term (*ffa.cts, and to me they have been stressed far ^ 
too much by^sM^e ,who analyze the issue. There are many studies by 
e( ononiists s|j|Hng that, while the labor force responses are large, 
they tak^ tinreto occur. This flooding into the labor force doesn^ 
.take place instantaneously. " ^ , 

The best evidence I can see is that over a penoiTcrf from 1 to 3 years 
after a subsidy like this is initiate«, orfe can have some impact on 
structural unemployment rates. This is especially true in those groups 
whoso labor supi)ly is less responsive to chimged opportunities, and 
the impact on, unemnioyment rates would be greater in the short run •/ 
if more of the subsidy couhl be targei^ed toward those,groups whose"^' 
resporisp to changed economic opi)ortunities is les^. 

So I would recommend, therefore, that disadvantaged heads of 
households be place<'l on t\]fi list of targeted groups"^, since evidence*, 
su^rj^ests that household hoatls are relatively unresponsive to changed , 
^tconamic opportiuiities. If we could turrget on this disad\*antaged 
' ji:roup, we cpuld have sqbstantial impact on its unemployment rate 
without drawing many more people into the labor force. 

Those are f2:onoral remarks, and ] would like tif> deal now wit}ra..few 
programmatic issues. 

People have spoken about th^ t^reater need to involve private em- 
ployei's. Voii yourself state that we almost have hidden the credit's 
liirht imjer a barrel, or did in 1977, on the new jt)bs credit law; In par- 
ticidar. the problem, I think, is that a lot oC the knowledge? of this is 
limited to financial officers— firms' officers' who tlo the tax forms fortf" 
the company, that is. But hirinj^ is ijot .done by financial crfficers. It is 
done by personnel officei*s. I think a direct outreach progr^im toward ^ 

Eprsonnel officers, those who are involved in dQing the hiringv-jj^l^ 
ave a substantial effect in making this thing more visible Sincl also 
more^effective. y 

Second i this is^n issue that T think is ' / 

*Sena£orBEN*T.sEx. The iioint you made, Conerressman B 



*Sena£orBEN*T.sEx. The pftint ^-ou made, Confrressman BrowiiAnade. 
He said he has a small business,, and at the end of tlie^ear his Uy\ man 
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said, 'm by the wayj you haveA tax crtdit here." i niight be hiring a 
newpereqimelofllierif IhadaftaponseUkethat. i 

But you are quite ri^ht. We ought to get it on the front-end. 

Mr. HAMBBatura. It is up to the employecto go to the Employment 
bervice to get th©,people certified aa b^mg eligible. At least that is how 
1 untleratand the regulations on this program." 

Unfortunately, I have. talked to several State employment security 
directors, includrnKour own in Michigan. The employment security 
people don t feel tlpii^elves staffed up to deal with the deluge of re- 
quests for certifications they are going to .get from various companies 
SSffi^ aavantage of this program. Ipdeed, I can envision, ^if alT 

■m^ recommended by Dr. Palmer and myself cotaeinto eflfect, there 
■w ilITje a logjam. ' l 

- For that reason, I thinJc it might make sense to hold off pushing the 
program, at least for 4 or 6 months, until we can make sure tJiat the 
l!-mpJoyment Seirice is meeting the certification requirements satisfac- 
torily If not, I can imagine private-sector empftyers getting very up- : 
set and washing the^ hands of the whole program because the Employ- 
ment Service isn't doing the job that it may not in fact be equipped to 

If nothiiig else, J-thiuk if should be monitored very closely and. if~ 
need be, reallocations required in the employment security mechanism 
so that more attention is Lnven to the tan^^eted employees. 

l^inally, there is a lot of stigma that tan^retinj? in vol vesv Indeed, we 
saiv in the 196p's under th^j^BS program that a lot of fiiro^- wouldn't 
bother taking: the xrediM«a%y wouldn't take (he JOBS contract. 



;p, — ^K^i^Kixym^y >^uuluul, i&Ke itie jUJOt) contract, 
inev saw the peop|^who.|f|plified as being ipso facto not worthy of 
emjdoyment. ^ .^p. 

Senator B|>nt§'e\. Yoii are'sayiho; the indivithial himself dittn't want 
Unit kind of chissification put on him? 

^Mr. HamerWsh. Partly that, and partly the employer, too. It in 
enoct ^^ ntofljBt egative impact on the employment .chances of the 

V^^T^i^^^Y ^i*ound this, and this ha/been ttlked about 

eaj-lie/ today, is that we should taRjjet to some extent for geographical 
areas? inner cities and depressed a>eas, rather than individuals. So I 
wotild recommeat that if triggers are being talked about,; that triggers 
tbe put into the program where the unemployment rate exceeds 5 per- 
cent including areas like inner cities. I think with the new expansion 
of the L urrent Population ^irvey recommended by the Levitan Com- 
mission, we wnll have sufficient dataHo target morion geographical 



i^onator Bbntsen. With respect to appropriatibnfrequested to en- 
large the geographic '•^Ample distribution is it your feeling that^^the 
Statistics w-e have on some of the targeted uncmi)loymenfe are not reli- 

\able enough? Do you have cwifidence in the vafidity of these statistics, 
\>r not? ' '--^ 

As I look at these. pro6l|rfis, and the comp^^ were ivorkiftgln the 
last election on this, I feel vt^v^ not goingade^enough into our sta- 
tisUcal problems and I .wonder if we have a full enough sample. I>o you 

'■ xji^' cpncem? I g|St feedback from some preity.eftcplosive groups. 

' ^ li^^- I^think, •'given the size o/ ifie sample we are 

talking about, Ave arp doing the best wa cafi. I gather they are going 
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to f^mmend '"expaniliii^ the sample substantially. We have had 
expansions, fmd we shoTuid get a' better estimate by ii)diyidual geo* 
graphic areas, j ' ' ^^^Ik 

Senator Bbntsen. I think the/ are tall^ig about another^9|H 
millioa. . ' , '"^^k 

Mr. Ha.ubrmesh. I think another 20,000 households, or something 
like that. This would be 200,000 people being surveyed every month. 
This is subst^|i|tl enough, I think, to giye you a reaso nable e stimate 
for each arefl||n the size of the une.nfployTO rate among fairly 
narrowly" defined demographic groups. I am fairly optimistic about 
that. If it is structural program, it should be structuretl both in 
tel'ms of demographics and also in terms of geographies, Aside' ^om 
that rispect, it will have beneficifil rej^ults on regional differences, 
which Mr. Palmer alluded to. * ^ 

I would appreciate a chance to answer any more questions you 
have. 

Senator Be.vtse^.' We are 'very pleased to have you. Professor 
Hamermesh. 

^ [ITie prepared statement of Mr. Hamermesh follows:] 

PirtPAKEu STATt:MT:NT OF Oan'iel S. IIamermksh 
P(jliry and Program issues in Job *Tax 'Credits 

ChairmaS??$I.enihers o( the t'ornniittee; I thank you for the opportunity 
to appear before thia hocly to (li:jeui>.s our wage subsidy policiea. I testified before 
the Coniniittee in Oi-tober 1975. At that time I spoke in favor of private sector 
employment tax credits. My eommentS anti those ot others discussing this policy 
option were met with silenee at » time of deencnirig rei'ession and rapidly expanding 
puljlie service jolw programs. Vet 18 months tatcr we haH on the Ijooks tne New- 
Jo ba Tax C:redit, (NJTC,*), a limited general Wage, .subsidy titled toward low-wage 
workers. Today that has been re|>laeed Ijv the Targeted Jobs Credit (TJC), .a 
categorical wage suijsidy that alkTWs firms nearly unlimited total credits up to^ 
$3,000 per hire if they increiwe hires of workers in such labor-force categories as 
disatlvantaged youths, handicapped in«Hviduat, welfare recipients, and others. 

With this rapici shift from no policy, to ,a general subsidy, to a categorical 
subsidy, we need to l>e clear on what we can rcasonal>ly expect from these policv ^ 
two is. Achieving this clarity ean then t\\\o^ us*to improve th*; structure of the TJ(^ 
,t(/ enable it to meet its statetl goals. The following general considerations''-appear " 
paramount: ^ 

guneral wage subsidy like the NJTC *is jneffective when the economy isiat 
or below the nonaecelrrating^Jjiflation unemployment rate, as it is now. But svpch 
i\ subsidy st^olild bo available to be triggered by rises ia the aggregate unemploy- 
ment rate. It would then serve in its appropriate r<>le as^a' countercyclical tool in 
the evont^ of an economic downfum. 

.♦'Tttb TJC can eveivtually only have small effects in r^ucing the ilnempjoy- ^ 
mont rate Without accelfrating price inflation. After several years of operation, 
'it will, though, Mhcrease the infomes of targeted groups by inducing increase^K 
employment and labor-forco participatiofif « ^ 
■s' Thtf TJC can have beneficiab short-term — say 1 to 3 year— impact on sti*ue- 
tural imemployment prolrlcms. This is especially true if the targeted groups 
consist of h>w-wage workers strongly attached to the labor force." 

As now structure<l the TJC contains a number of features that militate against 
its success in achieving even the limited gyals that I have outlined as appropriate. 
It could be improvetl by the following ehAnges: 

"Greater ciinect involvement of personnel departments. We s&W in thp 1960's 
that this was a necessity ii^ efforts , to increase the employment <rf disadvantaged 
worjcers. ' ,/ \ • , • ^ 

'"To reniove.part'of the stigq^.ljiat targeting confers on inxlividuals, thj credit 
should have a component aimed at geographic areas of high unemployment — 
inner cities and depres^d regions — rather than being targeted solely to individuals 
^wiih«high probabilities bf being unemployed. 



UUa oeed, ospecUUv beoiuse tho TJC provides thilmDlgjFer, for the firet 
^ i%q>, |S^.eey tive to znakQ^UBe o£ lha fa^loyment. Servioo."^*^ - ' 
? I^e^ollPiqwDd gn these general and programmatic iniiM. 

The l^evidence suggrats thAt the'ecbnomy la-aoSe «S|or i)^ow the aiHrreKate 
unemprqJpDent rate at which the rate of price inflatlbn oan be kept coSstant 
k * ^'S?? ^employment wa^ the accepted target in the early l96(?8, 6 percent 
should tte today: Changw In the structure of the labor force alone irnve added 
lyi percenUge points, antf expansion* of various income maintenance proitrams 
have added another « pwsenjage j)oint. In this economic environment a general 
wage subsidy cannot be eflteotlve In ameliorating inflation and reducing the unem- 
ployment rate, nor can-it tilt the pattern of hiring to groups with severe unemDlov- 
ment problems. *^ ^ 

One should also not Mew a generalVage subsidy as a cheap-way of lowerinxthe 
inflation rate at a time when the eoonomy is operating at the nonacceleratinic-' 
inflation unemployment rate. It T^ill lower labor costs, and employers may pass 
the cost savings on t<j consumers in the form of lower product prices. But the tax 
loss produced by the subsidy must be financed somehow, and the accepted pattern 
financmg in the past has been more rapid growth of the mon% supply 
monetary expansion will vitiate any Beneficial effects on prices that the de- 
chne m employer-paid labor coats might have had. 

I do not deny the usefuln^ of genlrill wage subsidies. The evidence sucirests 
that they were very helpful in expandirife employment and lowering price inflation 
during 1977. They wiU be helpful in future recovery periods, and they should be 
available on a triggered basis to jmitigate the severity of economic downturns, 
, rhey are not. however, deaiped for peridds of low unemployment, and they can- 
not l)e e.xpected to lessen the economic problems attendant upon such periods 
ror problems of structural unemployment a structural remedy must be relied « 
Upon. 

The Targeted Jobs Credit is an e.xcelleot potential structural remedy, but even 
its impact IS likely to be limited. This ia^^because most of the groups that are 
targeted are v'ery responsive to changed Gnomic opportunities and flow easily 
into the lal>or force when these improve. The TJC wUl initially expand demand for 
individuals in the labor force in the targeted groups, but.evidence shows that 
others outsuie the \b,\)ot force will enter the labor force and compete for the jobs 
created by the subsidy. While employment in the group will have expanded the 
larger labor force will mean that the group's unemployment rate will not have 
changed much. Wage rates received by the employed will also be unchanged event- 
uaUy, as the induced entrants ^-ompete them back to their pre-suhsidy level 
Ihe only change will be an increase in the size of the targeted labor force and an 
ipcrease in earnings (but net wage rates) in the targeted group. 

Thes«^are long run impacts. The evidence suggests that, while the targeted 
groups !alK)r supply is responsive to changed opporturitties, the response takes 
some time to become fully effective. Some recent work I have done with a Simula^ 
tion model of lal^or-market adjustment in the presence^dT a Wage subsidy suKjrests 
that this lag/and other labor-market lags cnal)le the subsidy to maintain half of 
Its mitial eff^t for roughly three years. The duration of the effect depends, as the 
mini >ers in the Table below indicate, ojj^the assumptions made about the speed 
of lafmr-mcirket adjustment. But using the best available estimates of the param- 
eters describing this phenomenon, we may conclude that th^re is some scoi>e for 
ashoct-term reuuction in unemployment rates. 

NUMBER OF .YEARS BEFORE HALF OF THE INITIWi IMPACT OF A WAGE SUBSIDY DISAPPEARS 
, m- 
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• ^Producini a. p6?manent impact on unein^loyRient rates requires that- the tar- 

• jieted KTi^p^ lab6r.Aupply ^>e unreaponaivve to cHanfipd opfportunities. Ujtifortun- 

\ ately the. ecooom^triti evidence iippIips^Aiat thia is noi true for most of tl^e groups * 
• largetjea \}y, the^TJC. ^Sj a pargeted crtHlH to achHeve a loDger-*(erm impact oii v'. 

liDeipploymenfcTates, it woiild have tp Up targeted toward groupiwtrti a stror>g-i 
^ labor-force -altachinerit^. Among the ^nKipifi^now targeted OHiy Vietrmni veterajtt^ 
(KV likely to Jhj Wi thla^situation.. A* afi'^aridilion lo^-^woge hpads of .honjielioW^ ^ 
.should be singteM out for 8|jecial targeting»J9ince the evidence suggesta that hi»use- 4 
hold hfiads are «trvngl> attached .to the labor force. This woulJ create jo\is for 
persoas w|th low' family incomes, and the economic reasoning shows that wage 
Mubsidies targeted to this group have -the best chance of achieving a long-term 
impact on unempi(j^ment. * 

Even if there is no permanent impact on unempIo3^ifS»ht rates, and the TJC • 
just, shifts people from work at home lo work in paid employment, a strong ctLse 
can. atill be made in its behalf. ThCgrowth of Social i^ci^rity and income tttxe.s, 
and the increased cost of commuting, nave placed a-large wedge'between the value 
of a dollar of gross pay in employment and a dollar's worth of production at home. 
To §ome ej^tent Che TJC, by increasing demand (or workers in the targeted groups, 
can remove part of this wedge and reduce the ineffiriencieH c-uuseti by the sys ton's 
, ^bias against production in the market. 

The available evidence shows that low-wage workers are quickly hired in fafrly 
large numbers when their wage cost is lowered. There some fairly weak evidence 
for this amonR individuals iVith little formal edut-ation, and two recent studies 
using totally oifferent data strongly support this statement as it applies tO^Vftmfir 
employment. As the Table below shows, a small cut in th<' wag<» cost of vbuths 
drastically increases employers' demand for young workers. However, as the Talile 
also shows, there* are also significant cuts in employment of other workert? initially 
in response to the drop in the cost of employing targeted vouth. Targeted youths, 
and others appear to be sufjstituted for those not targeted. This negative secondati[k 
effect means that, to some extent, jobs "created" in the 1 to 3 years during which 1^ 
TJC can have an impact on employment in the targeted groups do not represent, , 
net job creation, but are instead a reflection of reduced employment in the.nonr^/ 
targeted groups. While the TJC can have a major short-term impact on the' em- 
ployment of^low-wi^^ workers, at a tjme when the econoni}^ is operating Vith a" , 
^ tight labor market part of Lh^pparent impact reftresents a redistribution j3f rather 
than aji^t gain in emplow^Et. Of course, redistj*ibuting employment opportuni- 
tit»ii be a wol-thy short^^rm. J>qlicy goal, Ijiit it is not the goal the TJC w^as- 
to *««iiimed toward. Ir 

Another worrisome negative secondary effect is that the credit biases employers 
hiring decisions against workers who haVe acquired fnore skills. This is OK initially, 
for it is precisely the low-skilled, low-wage individual whom the proKramfeeks to 
help; but it eventually means that the growth in skills eml>odipd in tho population 
will slow and Average living standards will rise less rapidly. 

INITIAL RFSPONSE TO A 1-PERCENT WAGE .SUBSIDY TARGETED TO VOllTH«; 



I'm.* <eries CensiK data, 
data 1970 



Yo«ths....\jf.» f7,l j_9 7 

Workarj. 251dj«4... _ 3 ^7 

Workers. 45 and ov«r . , _*2 - 7 



This problem is inherent in any wage subsidy geiired toward the low-wage 
worker. Partly it is solved by the TJC through the use of the two-year eligibility 
provision. To remou^ still ^ore of the prc^blem people who have received skill's 
training untf^c CKTW (Tiot people employed under CETA~PJiyi:).,deserve special 
consideration as an additional target group. Aside from iti? benefit in enabling- 
the TJC to Avoid offering a<lditional disincentives against undertajting training, 
this proposal has the addbd vidines of clarifying the linkages between' our varioua 
empfoftinient policies and of underlining thp importance of the acquisition of 
skillal^ the long-term growth of the economy. 

A large amount of recent research has claimed that much of the unemployment 
probl^ha is the result of labor force turnover, as individuals in some demographic 
groups m'Dve betfween jobs and in and out of the labor force. The TJC c^n reduce 
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•this type- of unemploytnent ovei- the short tierm by provklto Incentives jCttitfiiKb 
the two-year benefit cJuraUo^) fhr employece to retain, if^Sers^qukUfyinK for the 
preditj^In thb view. the esflQiitial thing U to ensure the^wdrkePs kttadStoent to 
tile laoor roi^. ^ 

f Without going into the relative merits of the two proposals from an adminis- 
trative viewpoint, I believe thali on economfc grounds the objective of stabUiaina 
emp oyment and UbOT; farce attachment can also be achieved by offering the^ 
subsidy directly to the worker. This would involve giving job vouchers to indl- 
f V duals in the targeted groups and letting the^i redeem the vouchees with em- 
ployers 9f the r choice. Tftb brings home to the worker directly the aid the proirram 
provides to him or her, and it enhances the visibility of the subsidy to the per- 
sonnel manager who does the hiring. I beUeve it mifeht improve the short-term 
effecUveness oMhe subsidy. I stress, though, that it would not change the Ions- 
term impactstwrhese depend, as I^npted before, on the eventual supply responses 
of ehgihte indjffiuak not usually in- the labor force, responses that seem -to be so 
largft as to suggest that the long-term impact will still be on the groups' eaminKS 
not on unemployment rates. . *~ © > 



II. PROGRAM ISSUES 



Although we have seen that the major long-term impact of the TJC will likely- 
be to increase earnings rattier than change wage rates or unemployment rates, 
this goal may be desirable on an equity basis > Further, the short-term employ- 
ment gains that can* be achieved through appropriate targeting and structuring 
of the subsidr^re important, and the proplim should be tailored tofa^ase the 
likelihood of achievmk them. , v «^ loi^ 

The impact of the TJC will be less than the maximum possible if knowlediie^of 
beneflts ih restricted to the individual who fills out a firm's tax forms We saw 
in ttoflrst six months of the NJTC that it took some time before even the financial 
SSff? ^^^^ corporations were aware of tlie credit. With the complexity of the 
•SS ^ *™ ^^^^ incentives it provideg persoiM 

officers to become involved-iw they attempt to certifytheir new hifes 'aimiibuB- 
aven longer lags are highly llkefy in this program. . V ' ™ 

To facDiUte the use of th^ ereddt and increase the imme<Ua]i^5r of its effectiveacss 
the Department of Labor should biscom© directly involved— in an active rather * 
than reactive way— in making personneTiniriiigers avare of the gains thai can 
accrue to^them from the subsidy. Both a naUonalMvertTsing campaigii and 
direct Involvement at the local level, with Employment Service officials lively 
recruiting loc^ employersi© hire targeted workers, should be undertaken late 
ttiis year to increase the short-tenn employment effects of the TJC, . ' 

Even if no active efforts "are made by the Employment Semce to recruit, 
employers to take advantage of the credit, the Employment Service will auto- , 
matically b«Jome heavUy involved with the TJC in its capacity as the certifyhig ' 
authority. This will clearly involve a substantial increase in contacts between 
employers and the £S, as the former attempt to discover which of their hiW 
qualify them for the tax credit. For the first time private employers wiU^e a 
large financial mcentive to use the ES. Hopefully these enlarged contacts Mfeeen 
P"^i^:1ffPi®y?" jiaTrion's largest job-placement agency will idftove 

the TJC ^^^^ ^^^^ hard-to-employ workers not dire^y tai^eted . 

Whether this increased burden can now be met by the Employ^i^t Sikvice^ 
is-an open question. •! envision local offices !>eing swamped with requests for W- 
UficaUon of individuals' eligibility for the TJC, especially now* as the backlog 
of toes (built up since late^ptemb^ 1978) must be certified. If the ES cannot^ 
certl^ workers, ebgibiUty rapidly and the backlog dontinues to grow, eimployers^ 
will give up on the program as ^'another bureaucratic nightmare/' even though 
the Employment Service is not directly at fault. To have the progrAi discredited- 
ab initio solely because a qpod^of back claims for eUgibiUty .must now be certified 
would be a Jiomble waste. Recources should be shifted within the ES, and ext» 
f^n^TJC eli^iUty^^^'^ *° the.ES to meet its enhanced responsibility of c^'^ 
A major prop-am issue is whom to target or what categories Jiftarket. We' 
f^^^Sl'n"^?^?®i^®.P°°^ and the low-skilled, but we do not waflBo subsidize 
low sitllls (This detumental snpply^de effect workfe in the same direction as the 
demand-side effect not^d in Section I). If at any tiihe we subsidize low skills, we' 
wUl induce pfeople to become low-skilled. All the evidence I- have seen suo^sts 
that relative supplyvelasticities to occupations are very high. People do respond- 



if we create opportunities or incentives fcSr .^lem to become Ipwiskilled or to inveirt 
less in themselves. Unleps tiie cred^ are>£igrgeted with care, there . wilL^ a lot 
less investment in skills. ► ' • 

A way to get a handle oh tlus is to use the distinction beiweexi charactmstics 
that are inherent in an individual^ indexes, as opposed to signals, things that people 
invQ^t in themselves^ that can. convey infonofl^on. We should aim the credits 
toward things that a^jbyiexes, that^annot b6 changed by the i^vidual, rather 
than thin^ that can beSanged. For example, age is an index; It^U.hard for me to 
change my age. Handicap status is another one, as is veterans status. Thingpd 
like AFDC status, length of unemployment, and food stamp status ape very 
easily changed. If we target on these, we will provide an Incei^ve for people to 
switch iato these jiri|gories. IJow big this effect is, I do ^ot know, hut it is there. 

It would be s^gs&f U) target the cTfid\ta*to some groups based ugen indexes 
like age and' hanlpipP«statUK- but al^ target them toward areas .qf nigh unem- 
ployment. That way there islfttle incentivefor individuals to becoinc uji*'mploye<i 
longer, but thos^ A^fMS tliat* contain a lot of unemployed individuals are going 
to be^the^ones where !the credit \^ available, either longer or-in larger amounts. 
Oeogflttxhic^I targeting, aside^from any Ivenofits it may confer in the form, of 
aiding aepressed regipn.s, is a ^ooU means, of preventing any detrimental secondary 
effect on the amount of training undertaken. It also helps remove port of the stigma 
that may accrue to. an individual targeted !)y the subsidy and may prevent his 
being hired. (This 13 one of the possil'le eaustrs for the relatively small employer 
interesttfip the*J.OB.S contract progrum in th^ late lOGOs:) If any modificali^tts* 
of the jyC are to l)e made, inc1usii)n of a geographically-target<;d component of* 
the subsidy would rank hi heat on tny li<;t. 

. One eoaf way of implementing this roi-oni mended change in the TJC is through 
local area triggers: Benefit levels cgiihl We set at 30 and l.'i percent of FUTA wages 
ip the two years of eligibility in areius where the total unemployment rate is below 
•7 percent, and af 60 and liO^pereent in areas where it is above this figure. This 
tr^er, linked to the structure of geographical differenee.s in tJie degree of lal^or- 
markel tightnesj^^ is the appropriate one for a program that is intended as a struc- 
tural' measure. It channeLn the gn^atest aitl to those areas where measured needs 
are greatest^ and.it doe:^ this with reiati\e administrative simplicity. Altema- ' 
tively^ the cunrent subsi4y could be triggered in an area only if its unemployment 
rate tose alcove 5 percent . • ^' . 

Whil^ a loojU area trigger might make sen.se for a general wage subsidy, the 
additional l)onefits of preventing the disincentlX'e to ac<fBlre skills and removing 
part of <the stigma «f indiviilmd targeting are not prest^nt*. Thus the qase fur 
geographical tri^ers on a general sub.sidy is much weaker .than on a^eategorical 
stib-sidy. The gt*neralwage siilisidy iH'l)est considt^ed a»s a countercyclical device 
like R^>K job.s or tax cuts. As .such it shpuUl i)e at the ready in the arsehal of ^nti- 
yeee.ssionary job-creathig ra»*asurc.s. To do this a national trig^ii BLi^jgeneral wage. 
\sul>sidy^ perhaps a triggered version of th(^^ow-expired N^l C, tieato increases 
in the a^g^re^ate nnemploynien* rate al)Ove 7 percent, is worth considering. Our 
experJer)ey> with empl<\vn\ent tax en^dits in I07.>-77'sho\vs that, while they were 
suec<»s.sftil, their in\plementation. liecanie part of a Inrger legislative proce&r*^ and 
their effectiveness was delayed l)ecause of this. A .standfe^ trigg^Ted general 
suKsidy woidd obviate this potential proltlom in any future C3'c]ical d'^wnttirn. 

I have np quarifel with the benefit l«*vel.s or duriUion contained in the legislation 
atithorfzing. the TJC. The former provides a Inrpe enough incentive to induce J 
en^i^loyers to take anvantage of the subsidy, while the dflVatlon is long v»ough to* 
prevent tho churning of employees*that luight inciease the instability of cmpl(5y- 
meiit and clecreasc ijarlividuals' in vestment 'in on-the-jol) training. M^e impprtant 
even than these is tie Unutation o«nHe credit to the $6,000 FLTS'fax base. The 
cap on the credit pV w-orker is the best way of preventing the- credit — targ^ed 
toward low-wage worker^uWithin particular groups — from becOtmIng a more ge^rai 
Wage subsidy! Were Jhe^lfep to be rai.sed we would face problems of cniployers 
"creaming * high-wage workers within targetcil categories, for th^ perc^ntage wage 
subsidy woulif. l|^ the same for them a.s for lower-wagt^ targeted .worlcers.. The 
credit maximum* of i^l^, 000 is a good way to |)reveat such '*creandng"'^nd the possi- 
ble perversion of the program into a subsidy for middle-income ^vorkers. As long . 
as the FUTA base remains roughly half of average earnings, the' base 8ha||ti re- 
main thelixni^hg factor on the size of the credit employers may claim. ~ 

As we bav'e sec^n, .Mr. Chairman,' the Targeted Jobs Crec^t is lU^t'a cure fqr 
today's prqblems of structural unemployment and inflation. It can; xhough, effect' 
a« short-term reduction in the unemploynfent rates of the hard-to-employ, and it 
can achicvfe a long-Wm increase in the incomes of membcj^ of the targeted groups. 

% . ■ • ■ 
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Thwe MO important achievementa, and they alpne provide eufficient basis for 
Applauding tJbe IntrodMption of this structural program. Moreover, their 
Injportiwce requires that the TJC be given a chance to have these Impacts through 
gfTorts to involve private-sector personnel departments, aid the Employment 
s**rvl6e its expanded role under the TJC, and avoid negative secondairy eflfects 
' tying the cred t to local area 'unemployment triggers. While noC a panacea for 
^ mctural unemployment problems a woU-adminlstered Targeted Jpbs Credit can 
ecome a useful private-sector program aimed at low-wage workers that provides 
a Counterba^ce to our vast public-sector jobs programs. 

' Senator Bbntsen. Mr^ Doeringer, will you please proceed. 

STATEMENT OP PETI» B. DOEMNGEB, PEOFESSOE OP ECONOMICS 
AND DIBECTOE, EEOIONAI INSTITTJTE OP EMPLOYMENT POLltlY, 

fiOSTON UNIVEBSITY 

i 

Mr. DoERixQER. Thank you, Mr. Chairman. I welcome the oppor- 
tunity to address the committee this morulog, particularly because I 
believe the requirement which the Confess imposed upoji the commit- 
tee to review employment policy in this fashion is a vfery important 
step m focusmg dn the fact that manpower or employment policy in 
this country must he \dawed much more in the futui^e than in the past 
in the context of a broader economic policy. 

I think the committee that has general oversight responsibilities 
with respect to the functioning of the economy should bo pajring partic- 
ular concern to the role and operation of labor markets in employment 

we'have thought about employment policy in this country 
;our thinking in the structutal area has focused on the fit between ' 
people jobs. The "people'' approach has stressed training; counsel- 
ing, information, and relocation to improve employ ability. It has 'been 
one of our cornerstones of employment policy since 1961. The ''jobs" 
approach has foQUsed upon stimulating econpmic development through 
tax incentives and puWic works projects, and more recently through 
direct job creation and public service employment. 

The ^ccpss of these prc^ams or even what standards ought to be 
used to judge thasi^ccess of these proc;Tams is a matterof considerable ' 
debate. Mv interest in testfifving before the committee today is not 
to join in this debate, but ratFier to outline for you a view of the labor 
market and of labor market structure and of programs to remedy the 
effect of structural imbalances in the labor market. 1 wish to examme 
that process and suggest that Our historical view of structural imbal- 
ances has perhaps been too narrow a guide for employment policy. We 
should try to develop a somewhat fresher view pn what labor markets 
are and what imbalances In this country' are like. 

Now, ,when we look at numbers — which,, after all, has been' the 
focus of mo^t of oui* employment policv— we find that unemployment 
na5 been mentioned by a nulnber of people on this panel It can 
mean many* differetit ,t]iings. It may symbolize the temporary or 
permanent displacement from work. It may be the result of the first ' 
job seai-ch, of reejhtry into the labor market after some period of bemg 
outside it, or it may reflect the transition to a better job. 

More often than not, howey^ev, when we focus on unemployment 
rates, it tell* us very little about structure of the labor market. It 
tells us very little about. what has produced this unemployment, and 
where this experience of unemployiiient fits mto the lifetime careet 
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of the worker. While unemployment is a very useful fruide to national 
economic policy, I Uiink it a vecy* poor indicator with respect to the 
function df the^loctd labor market which the eniployoient policy is 
designated to iifTect* ^ 

There, has, been a lot of recent academic thinkin«^ on how labor 
markets operate, and this has focused much iess on unemployment 
thaa on workers' etirni.ngs over a lifetime. .Thi« work, 1 thilik, is 
important, becausfe it seeks to judge labor^ market porformaiw o 
^ver a lon^; spun of timerover a yvorkinglifetiraA; over a Work carotM*; 
rather thari tftkinti; a (^fle-shot look-at juneln|>loynient in the economy. 
It seeks to identify what factors iniluence lon<i:-torm cmployability. 

I I'hmk you Vill finti, Senator, that'there is a fair anmunt of dis- 
agreement as to the interpretation of the facts that those studies 
haVo developed. But, there is' ^r fair Amount of agreement over the 
fiuits themselves. One of the fai?ts is that education and training are 
correlated with* income. The secotul fact is that thoro is a lot of what 
'is called^ crowding in the labor ^nafket. The idea that certain groups 
which have' been the focns of manpower policies historically — llie 
disadvantaged, minorities, women, and yont}i — tend to l)e crpwded 
into certain se<''tors of the (economy, in certain occupations and certain 
tvpes of compatiies, rather than being spread ovenly throughout 
the (Economy. ' • 

The other point is.th§t beyond school, beyond training in CETA 
program*; or the Ar\xxe\). Forces, that the ver}^ act of being at work 
and in the labor marke| coTjtribiUes substantially to income invprrove- 
ment over t^ie. Biit;^ this improvement is better for white adult 
males than /(>rot her gjcoups in the econoniy . 

1 thinly, consistent with the^se facts isastory — that I have developed 
in my prepared si.atom^nt — astorywHch says that certain groups of 
workers-^the aidvtfntaged workers — participate in tht^ j)rinuiry labor 
market, wbere' training ''occnrs on the job, where careers are made, 
-and where income improvement occurs with relative predictability 
over time. Other labor force groups :tehd to remain in wliat 1 call the 
secondary la'bor market where jobs are erratic, \Yhere they are dead - 
end, where one sees the source of much unemployment and much in 
the way of iQw-wage jobs^. . . . '* 

I think this view of distinguishing between prifnary'' and secondary 
sectors on *the job sid(>,oj^the labor mark'^L is particularly helpful in 
focvising policy on two kinds of questions. j> ^ 

'The firsi question is, What are th« facto^s that control acqess to 
the better jobs in the primary sector? The spcoud question >s, Whaf 
controls the mijc in th(» job rruirket between primary and secondary 
Opportunities* a qi\estion which is addr^sse^ much less frequently. 

Because oi** the policy concern in this country \yith unernploym^ent, 
unemployment rates, an<l unemployed workers,, policies* tend to con- 
pentrate mu«h more on access to job^. EvcriAvheri we have had a jobs 
i)oli<-y itself, it ha.^^6cnj;ed on jobs-per se, wUhoutsregard to the under- 
lying slnic^ wm i D f the' market, witlio^i'it regard. .to whether or not jobs 
are bein«f created" in the primary sector or secondary sectoi^f and 
•w i I houi* regard to whether theyjead to., primary or secomUiry sector 
emjMoyinent. ' » - - • . • . « 

It seems to me the* traiiyng policy inL*this^ cj^imtry hjis'^been most 
ofj^erl judged by its Jibility fo take an •Ji.nemploycd worker and put 
that worker into a job, yegardlcss of ii;i wluit sector 'of the economy 
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- that job lies.' When jobs are created, ag#D, the distinctfou betwe^u 
primary and secondary emi^vment war nep^lected. Employment jg, 
poUcy nas been oriented around people, withoufc developijig the idea Jp 
that we should be targeting oi||Mrtain^'tgi^^ of jobs und emploveii^^y. 
particularly those that lie insiae the^pnanary sector. Our trainia^? • ' * 
proj^aras should be targeted in getting vfrnAers in those jobs, and our 
economic pro-ams should be arjjfeted on^xpanding primriiy secto/ ^ 
jobs rather than secondary s^pBT jobs. ,» ' . 

• Why have we neglected this distincti<^^ It is partly a matter of • 
expediency, and t)artly a lack «f resourcc^But I would, argue most 
importantly that it is our national attitu«a^toward structural change 
itself. As a nation, we hiive usually tenaad to redact to and defend ' 
against structural changes of tlie economy :3rather than to j)romoteuit:f . ; 
Our employment policy has been to cushMt the Impact or gtructiiii Ki^^ : 
change m the labor market. ^4B" 

This goes back to the Are« H^developiMcnt Act, which was trv'ing'^^ 
to ease the burdens of econom decline in flBrtairr^arejis. It goes to thro 
Trade Expansion Act, which «"as design- lo cushion the. impact of 
foreign competitiou on eerta^'i workers, ^nd to the eXl^erience in 
MDTA, \\;hu:h was to re.scn dedininr "^tral cities. In each case 
the policy ^u.s acted to uvol ~ m unwa!i<*^end resuit, but we have 
not sought to I . 

Senato;- Be.vtsex. It somewj^nt proUn:s!=tbe prtjWem, doesn't it?' 

Mr. DoERi.NGEK. It does, uit»M5<L 

As you will see, J am (levelo»Ha?r ft 4\<-w^that aays O'-'* may have 
to create a set of probltMns. a ce-rwTf' ^m^^arfrof stmuetiir^^ f'-hange, to 
get us oiit of our stagnation. 1 mz'^ ^rria* ^ ironical w-^ oQr man- 
power policy historically is that it- urhnti*' caC5 be traqg!, w»origins on 
the European, Contment, parti ciiialMBiiife^tf^n. w^^ -^^e wns a 
vastly different approach to structuiSnWIliipp 

In the 19^0's Sweden had deyelo«ied t^ggtUkOfWvv^ poli<*|Hb.t in its 
terms was extraordinarily successtda lu Aleal^kg- with stt^Pnrai im- 
balances in the labor market. But at th>i» Li» 'rhH Soc*i/*."^ere pur- 
suing a-'pblicy of structural change as a ^^^^ J^^^^^p^^ff^ full 
employment, and as the result ot a narirrrj^^jflpBorn^ * 
wage program which was raism^r the t^vr^tf* ^OJps'^^^^iiiijMiiiatry 
faster than the averasc^ JK 

The effect of these p*odcies was to ^oi^t-zp* ind t^t aw-jy at 

what I described as seeondtrry en:n?<ov!n»t tt T*^ »tffff t of 

that erosion was. on tht* one h^n^ »vr m» '^v*'*^ af— roduc- 

tivitv and economic ^#r-.normaTw c i. nt ow^iTv oi. -re other 
hand,, to displace workers from tnesfcjo^ ->ta^riv rf^l'*nd jms. 

The economic benefitti were obviaub ^V^^jt '>»r nw^ied n tiie face 
of these economic beiieriLs was a program t^fvsfaS^ ' i<b and j^eliorjite 
the "effects of deliberate structural chanir^t iL worker displace- 
ment which occiured as the restilt of Ljtai 

The United States adopted what waf ^*^3sJ»uU\r the Swedish ap- 
proach, but did so to combat, not intentional cesired structural 
lhange, but rather these- imwnnted st- ^-tura! -i^s.-^v-wiioiis which w^mc 
operating in an economc ally slack »n^ivrT«iM«mui ^ ^ero the Sweilej^ 
sought to promote chaiire. we souirtit w uiins^j^^ the change that 
occuned. ^ 

The thesis that I would propose U*'Miy w> ^n^ittee is a ut»- 
parture from where ou^^s^plo}^nent -?t)lic} ii^ SoeaMflThe thesis that 
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I would propose is that we noewJ to go back tOjthS Jrawnng board with 
our ethpIoyTnent'poht'y, and Ihmk of ways that etnplopg^nent can be 
exparnled m the pnmary sector «t the jBxpense of the se<»n4ary sectw. 
We .need to cluinge'the mix mt find in the^ economy today oet^^reen 
gooil and ba<.l jobs. . • 

This is roally critical if we iisre to havef an eitaploysnOTt. policy that 
is not directed as simply mo\rni2 wjorkers from trie cffr»«i:iiry of unem- 
ployed to emoloyed. It is dir«prted at imprpving the nmniaictivity and 
mcome of the labor force. ' * 

Emplovment in 'the ^( omiar^ sector will do little a* u^jgrade long- 
' term ^kI lis — little to uy^ratle eaminps and produbaviiar. Programs 
that give some worksrs new wDjess to the primary matrte«: and to the 
career opport unities rLxootaiois; «iso runs^the risk of dii^iUfecmg workers 
Ojjreatly .tnere, or already .hoa*jtHi in that direction, jcittess tliofe is a 
net i^owth in pnmarv sector inr>s. > 

are always niches tli»* can be filled by worker^ without dis- 
placing othen^, but if you tkiracof^L major program, not just unem^ 
plo>Tnent, but low wB^efe, aro ji oroblem. The larger the prograna, the 
more the risk of this displacemeaEiL. • , 

I wottld arpio tiratr ther-rhEiiengr— to eraployrnent policy 'in this 
^>rocdss IS to define tEe took inat will hqlp .us bring about deliberfite 
aiul posit fve struetin:^ *chalhce. Thf* Swedish ©xporience suggests 
that ixueh strticnii^ chanz*" '.lui be .TOmotod through full employ- 
ment. Competition ssfadujdiv trams away the unemplovetl workers, 
and stimulates the transiVr of v orsei*s to the primary market. Employ- 
ers find ways to adi*p: axj.*' "raiu zhe hard to employ witli or, without 
^the asfiiiiiAUCe of pi-^*'- poii' V /; 

Secontiary sectoj bs iat^-.s |)r:)ross either get upgraded, improved, 
or pai^t more for ijerwt-**- ihf-v disappear froqi a simple lack of 
labor to fiJ^Lthem. 

Because* of^ fears .^r .uflaut43a, nic United States has - really neve^ 
tei>ted this* Europeati t?xpene«ce if l ull employment m the Swedisfc 
s^nse, at least not ti^ttiing p««Kt*r.ime. There is, however, evidence thai 
th^se forced were in eif-^^tin uu>countrv- during the boom of the 1960's; 

R^efiqps to me tlu ^'ir fi.>trt»eni arsenal is rather skimpy, .'^'e could 
purs\^e what the S^v- ^u: i miiurnum wage policy whfeh would 
lead to price seconuifi:' -JiHawi-ment out of the l>olicy; but this sup- 
poses a full empl(>vrH«c^ nofi-^ 

Senator Bentsl ;ar Imie has expired. Tf y<'n would summarize, 
I wo'uki appreciate 

Mr. DOERI.NGEK, 

Senator Bents "^ould ^ summarize, please? 

Mr. DoERiNOER. let^%u^ restrict my ^dosing remarks to- th^ 

question of where eiu.;;:iii)vineT>' ^wiicy ills, where a policy like CETA 
or its successor, what.^'ver tluL nay be, would fit. 

It suggests first ol ail tlm ■•• principal aim of employment policy 
is economic development, i A^i^jrcted economic development policy 
directed at the, primary- ,sect.fr • •. oes of joos. The role of CETA should 
not be as a safety net. Instea* . , should serve as part of a prograiti for 
economic revitalization. it ui. drm of policy that would provide the 
human resource developmeiiL arograms, targeted on people with 
(lifTiculties in getting into th-^^ prmaiy sector^ and would provide the 
assistance to facilitate the laf^rption of workers into this sector. 
Second, its jobs program cO" c )iay a role in finOtuning local econo- 
mies. 
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Perhapa even more imjiartai*.. however, ss fil^ I se^-the CET4. 
system as performmg two -nim^ Qae M..tp-8t3mv^ labor-market by 
iimovaticm. As we know a«Hn ^ mmm^mt pngram, whether it 
18 a private mvestment prograi. ai^ apobljc inveatoient program, the 
*u P^^>^ '^'^^^i'^ti^rmpwxnredil iTis dom- 
bined with a good idea. »CETi Iw- providW « ^ppprtimitV. for 
reeearch and development «f gwb ideK, ^d hasaipi^ved our b 
uiifierstandmff'of how Iab«r ma«B wra-k - 

perhaps the most impartant nmclaon of GETA, and one which 
i»*f iMej^dent-oi how mployiQent.paiB is doUvered in 

thelfuture, is theple of the CElA system as ai/e^omic'moqitoring 
and? planning system. It seems to me that CETA iapresents our only 
natiDual network engaged m a mogram of local «conomic. analysis. 
i^tulA piannmgmachmery upw utplaee has the capabUity of- monitor-- 
mg a very wide range of Govenment activities which imprfcC^on the 
economic process, rangiisr Erom regulatory activities to Ipcai fiscal 
policy. 1 think any natMnsil poficy of economic revitahzation must 
rely h«Bvi]v on imputs of business, labor, and focal govemmeats^, 
Witb«BEaiocalp lannmg usenry these plans for the national eqohomy 

Thank yoii. . - 

Senntor Bbsttsen. ThanK you, Mr. Doeringer. 1.", 
' [Thf prepareal statement of Mr. Doermger "follows:] »• 
Pkmoareh Statement op Peter B. Doemnoeh 
' '"mmtayment, Labor Mark.et Structure^ und Employment Policy • 

I- INTRODncnON 

a c^!lSm"^^"^I"P':^"'*''^ y this; country has been dommatcd l,v 
?o some V^^f' "^^'^ causes. Often these causes have been traced 

thn vm^fh -ir^iJ structural mi^ance in the labor marfcet. Thus we think of 
nnor^'T^ T^f^'^^K^^ veteran's employment problems as one of a' 

poor ft ^vrax -ie job structui^ of the economy. Or we think of dcoressed or 
bic'?« ""^ '^^'"^ disappearance of jobs fa» up^ the S mSkeV 

or loZ 'tL'^^^I'''''' ^'"P'°>o»«'"t P"l«7 can directed either at people 
and subsidit u^t ^"PP'^'^r^ 8U;esses training, couiiselling, information, 
ana subsidies .. improve employabihtj;— the comestoned of U.S structural 

econ ':^en? thr '^'h ^^.''^^'f ^^^'"^'^ focused upon sjtim^latinfe 

sho^il'd'he^'usV^'^i^H'^* programs have been successful, or even' what standards 
interest tadav ^AV-'^'^^'u^'"''! ''''"^ °' oonsiderable debate.' Mv 

oflabor mai^k- ^■^^nw, r""" debate, but rather to outline why this view 

imtmirce?1Iu;J& P''°P'a™ ^ '"emedy the efifects of structural 

imoaiancei, is uxr narrow a guide for employment policy. 

Oi A »BW VIEW 01 UBOB HitSEET STEDCTDM . 

ruS .?ccI^'^fS;^.'^V '""".^ companies .are formed and bank- ' 

fXteMhp lM^rtn L .^T'' ''"••'l^*' ^e-'B^ and relocate. Workers enter and 
Our t"aLrn^.S^A'n'.i'''''T t"'^ """""j """^ they retire and are replaced. 

'^^^^^^^lf;^^lj:^r^^'^' 7°^'^- d^eve^o^^al^^ul^S^hel! 

ysfs" (UdngtoA. Mm^: D cl^li^ e^ la-') ^^bor Markets and Manpower Anal- 

N'"~hXoS^'M.^^ 
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Unemployment in such circumstances can mea\ many difforetit things; It may 
symbqUae temper^ or permanent displacement f^om work. It may be the result 
of srtwdl for a first job or part of the transition to a better job. It may have 
be^*n predictable and planned, or it may have beenatcidentul. Because of these am- 
biguities, more often than not, observed unemployment tells little abqpt the 
unfleriyinjt structure of the labor market and how that Structure is changing. 
While iiaeful as a guide to national economic policy, unemployment rates are a 
poor indicator of the etructure and perf onpance of local labor markets.* 

Much recent academic thinking about labor markets has focused upon earnings 
and career patterns rather than, unemployment. This work seeks to judge labor 
market perfomMmce over a worker's jifttlJne, instead of one point in time, and t6 
Identify what factors influence iopg term employability.* The crucial pohcy 
question is whether labor markets are meritocratic — rewarding abiUtxandJsali 
with someaccuracy — or are governed by institutional forces which systematically 
•afft^ct the employ Client prospects of certain groups. u u • 

There is considerable agreement about certain fsots of labor market behavior. 
One is that education and training are correlated%ith income. A second is that 
considerable "crowding", exists whereby youth, minorities, and women are coft- 
centratedin certain occupatio^is rather thuipbeing spread evenly through the job 
structure. A third is that work experience 'bontributes substantially to income, 
but that tJiis effect is much more important for adult, white, males than for other 
Itt^jpr force stroups.* . * 

/ConsistOTt with these facts is the view thatjwtiite males gain access m then- 
ejirly twenties to the prirViary labor market — ens* market containing jobs that 
have career [potential. Other labor forc6 groups remain concentrated in the second- 
ary labor market where pr^pects for careor advancement are more slim.^ This 
distinction lietweea primary and secondary labor markets provKles a framework 
which Clin l>e useful while thinking abpQt how to shape labor market policy. 
In particular, *it eniphasixes that policy must be directed at three^parate con- 
cerns: (0 the mix between secondary anri prmiary emplqymetit opp(»rtunities in. 
the t'conomv; (2) the factors cofttroUinj? access to primary sector jobs; and (3) 
the factors controlling individual career through the primary sector. 

nr. EMPLOYMENT POLICY AND THK DUAL LABOR MARKEt 

Because -^f its concern with unem{)loyment, per se, emplojrment policy has 
concontrai«f«i on preparing people for job's without nuich attention to the dual or 
segmentt»d »tructuro of labor market.**. Despite rhetoric to the contrary, training 
p()licy has Vn^^n most often judged by its ability to take an unemployed workei^andH. 
place that worker in a job regardless of whether the job-is in the primary or 
secondary sector. When jobs were created, either tht ough -economic development- 
efforts or through public service employment, the distinction between primary 
and secondar y einplovment-was again neglected.** 

Emplovn^t'nt polidy has always boon targeted on. people — disadvantaged or 
unemployen -and toward high-unemployment areas. Iignically, job targ6A,ing has 
never been \ l ipd. 

The reasi.ii for this neglect can be traced to many sources: lack of basic knowl- 
edge of labor mark't^t functioning, program expedioricy, and lack of resources, to 
name a few. Thosi^ however, are incidental to a larger issue of our national atti- 
tude toward structuniJ change. 

.As d nation, we h:ive always chosen to renct to, and defend against, structural 
change rather than to promote it, Our employment policy has been used to cushion 
the impact of structural changes in labor demand. Its origins in the Area Rede- 
velopniont .Vet testifv eloquently to the concern with ea.sing the burdens of eco- 
nomic- rleclinr. The training provisions of thc^Trad*^ Kxpansion Act dealt with 
difllocations induced by international competition. M DT.A. was first used to offset 
the iriii)act of automation and then to rescue ileclining central citieg. More recently, 
chan^'^s in the demographic structure bf the labor foice have spurred programs 
for tiie youth labor market. 

• f!<K» Vatlonal Com^nlsston on Employmflnt and rnprnployment Statistics Final Report (197P) and Glen 
Cain. Ubor ¥m:e Conc«pts and Dofti»ltlon.s in Vl.'W of Their P\irf>os.jS." In Commission Background 

I <v.» foroxamplo, Hprbert 9. Pamea, "The National I^neittidlnal Survpys: Losaons for Human Resource 
Polirv*" Report to the U.S. nepartmentof Labor, KTA. omr<? of Research and Development n9«6, Mlmeo). 

• Robert Hall. "Why Is the. Unemployment Rate So l(lgh at Full Employment," Brookings Pai)ers on 
Ecofjomle .^etivity. No. 3 OiiTO). I 

' Do*»rinKer and Piorp. r>p.rtt, / ^ ..^ . / * 

« n,Uv with thu recent CETA amendments is emplo^ent policy obllRed to address income Improvement 
waifoal. i Q O 
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OUT cnployTBcnt |lft?lioy can he traced to a vastly dtterent app 
'MiJ^ J^ph«ag», In tibe lido's, Sweden had developed a higfaS»wtvancfi 
^^iiSST'iiiBt aaarket poUcy;directed at structure imbalanM in the 
nip^ iiii had been pursuing a deliberate poHqy of struflnahcha 

tb^tr Inter aMmir bv conbiiiDg an aggressive policy of full [iimBiml i 

BEPMufiiaiy iMMgiM^ wag^pqiioyv designed to^ixise rainimum wmoi? fastev»tfamr. 

w«»fl|»e5refiult=w sqijieze their ^econdarrJiibor nurfe^ 

o«oof Mlg ^ijoe. T lheir txmaptm^t poUcy wad to take wotkere ^-^-^rrii fijiin. 
and tostmnsier them to the primary sector. 
«^t«||0t, tfce "3^.8. adopted these policies to combat unwanttm strvKtum, 
aito»o^ioi\« in m •wonomicafly slack environment. Where the Swwiaoaint u 

M ati3*>^ the stmfflTO' of the labor market, the U.S. soucht to luiniii— ^ iiiiwii i 

ciMfJgf*. . . . 

« t*. -•^'WTt/TWtTi* t3H(&SG£, FULL EMPLOYMENT, BO'X^eUSXf^CXA, ANIXVBB^TSON 

of micturai change has sapped our economic iiFiitfilltji T^'iiBifiMium.l 

P^"^ aa ttade protection, which allow us to defer hinii 1^111 ml 

ieinoBimL the search for better solutions. What is nccdcdriai immm LOm 
stiuBiuiui change^to the expansion of the primary seecrc^iauui the 
kin «f tljiwtondary sector, fcjuoh a **jobs" policy is critical so^HirDving 
»» jnd oBfcioyability of the labor force. To the extent that nm i^mmiMit pro- 
' euBBwyabihty in the secondary sector^ they will do littie te> ipgradt 
, productivity or earnings of American labor. Pro(pM» which 
e w access to the primary market, and t u Ihe caT M^^MB H)Ttiiis> 
. rhwein, rialk displacing other workers from primary tuipio ymen; 
^ "^T^ -«nM s|p-owth in primary sector jobs. These displacement elfcta wiL 
Mftrtfe pi (WftiB «ize and the level of unemployment. The challenge toHBoUcy \s> 
r. Jinit^xfae (doh needed to bring about such a deliberate structura -nnngp 
Sn^^Hfeh tvvnwience suggests that such structural change can be naMiotei 
tbT- .♦iih f M^Unn iUuyment. Competition in a tight labor market gradually :«Ains tie 
AiJZ^^^^ uaemployed and underemployed workers and stimiSKs tl» 
trj/fi||jpr of iPorkerriVom secondar}' to primary emplo^ent. As luljui jiiiiMiiiu tl^ 
te?ii^ '^i^ivrf*, w ♦•RB:>loynient melt and em ploy ere finds ways to train anoHOaptlte 
hjBra<UMJiiuip|/n ^^tecondary sector jobs either get upgracjed or disappear fiom lack 
off Uf \m MmBi. Because of fears of inflation, the U.S. has never tesBEt^ersisi- 
"y«t - iVV- (^ut^.'»ent in the Swedish sense during; peacetime. There is ^weveL 
-vi^u^. !uru*»i^ forces at work in this country during the boom of iter 

^ ^^^"Slj^^r Argument to this view of full employment as an engine o: «uctural 
ffiuM^^ - /jjftljp Jidyanced. It inaintains that the labor force, and lut tiie joo 
^Ifcj^ m^or constraint on employment policy. This view hoiis^^mt jbhe 
rimary workers woiild be exhausted long I)efore full emplojnieMBisould 
■^e nesnlting bottlenecks in the primary labor market will Utm. create 
^ wharh will imperil further powth. This prognosis, h<v<»' reste 
■^•fv ather than being tested apunst experience. More^ver^ it doet 
• «r:nictural change so much as it points to the inadequaci™ of ou' 
> :uind and combat inflation. 

Uternativcs to frtll cmaployment as an approach ^ stmctura; 
::.«ut. our policy arsenal is skimpy, llsing the minimn^n ' 
krv 'mnloyment out of the market, as was done in -s^ti^ 
.i-*i*ni>ioymont policy to reabsorb displaced labor.' OA' 
' nmtnishmrthe secondary sector suffer fropi asimiirr- ; 
p< -wu^iJity is to convert secondary sector erhployment^- 
ftvfMojii, Such **tnstitiitional en'^ineering" has not beer ' ^ 
ap*t > from some experiments with jol) redesign. Yet tit 
o t'xplored. Primary sector employment has certain c« 
fuish it from the secondary sector. Jobs are relatively sta^^^ 
h1 m medium to larger size firms with some degree of mirri^^^ei . 
ton imionizpd or are governed l»y equitable personnel L-itifiiiK^'hev 
img an<l advancement opportunities; and they have comi^rr^S^ a*»- 
. that discourage la!)or turnover. This suggests that po»ri- ^ en- 
ionization, particularly along industrial lines, in the seconcu. ^^t.or; 
stability, growth and merger of small enterprises; and u sj^^s.^^ 
rtive personnel development within smaller enterprises ma^ <i.^^l in 
secondary into primary employment. 

— ^->hnston. " Economic Expansion and Structural Change: A Trade CTnion Manifesto" i; jmhii 

^^^^-rifHAirimn, "Upward Mobility In a Hlgh-Pressure Economy", Brookings Papers oa £oow«n!e 

• •^ •^ ^ ■ N I (1973}. w . . » 
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* The third approach is to use public po]|Qif'X»:proinote prinuuy sebtbr employ* 
ment. Because stability and prMctabilit^ mk* important in the primary sector^ 
contracting^MheauleB could be aaqueoced^o as to stabilize production and em- 
ployment. TiEi incentives to business den liiipMii mt ^could be directed at pnmary 
ratixer than MCondary firitis. PuUic service en^dognnent aimed at structural prob- 
lemi^ must expUdtly be linked to main*liiie MBBVEnment jobs in order to jussure 
c^er, employment. ^ 

These proposals, while speculative, sugg*^ "^k there is room for manipuiatins 
economic stniefaure. Mareoiter, strengtheniagf ttto primary sector can contribute 
to worker pnxluctivity ind to lOTg-term eaonOMio performance. This will lessen, 
rather than increase," infi4ti9nat7 labor — \m\ \t Tnmn'irrn 



V. EMPLOIIj^ENT POTLIO^AND K?f«||OMIC REVITALIZATION 

'Whero does employment poUcy, and ClSiliiii particular, fit into tiuB-^yhcy 
scheme? . ' ' 



My owTi view is that CETA should stop ■•■tg used as the principal saf^r net 
between jobs and incpm^ maintenance. InsMM, it should become an actlve-mm 





of. a national Program £or Economic ReviiMaation. Such a revitalizatK^ -n*- 
granl would not only use national policy to am employment levels, but womh^ A- 
be concerned jrith the composition and geognphical location of economic 

This prop09i|rl8 not as radical as it may soHid. Many of its elements arMp»4^ 
embedded in oiir nation's eeonomi(^i^olicie8.^ederal aid to depressed an " 

< business subindies, etivironmental regula tiaBs, and state and local in 
incentives are all pieces of a targeted dey^gpihent program. Tariff « 
policjt is contia'ually concerned with regulalHg the rate of decline of "JbS^ 
institiltions in industries such as textiles andSpes. Control of industrial ^afez^ 
tion aad structure , are imfllicit in our anti-fffist and merger polioies. *& ^STN' A. J 
Conrail, and Amtrak ar§ examples of national involvement in sectorai-SBH 

■ Wage and price policies are becoming a perennial activity of govemmeix^ - 
What is new about this approach is the xdea that the scattered po a^B f 

impact upon economic development might beacoordinated, and that thi^ 

tion might pa^ attention to the ImpUcations ef growth for labor marketVHCtnn: 
CETA provides two important functions in tios system of coordination.:&Togram 

^ maticaliy it cani^Iocate resources to provide the human resource conwent c 
the economic re^aliiation program. HumanTesource development e fl ii "i w ool 
aim at the ^bao^^ic^n into the primary setter of those with emplujIUMC di£- 
af I vantages. CEta's job component coulr -♦^^o help to fine tune tb ^ 4«iance 
between workers and jobs in the local econcir 

• Of greater importance, however, is the coie of the CETA system in HfMomv 
monitoring, planning ana Innovation. If fansnan resource development- ii<wj,l btii - 
are analvzed in investra^tst terms, a payoflFo* 10-15% would be considMMSB goe>^ 
return. I n vesting. $4, 000 m a trainee, for.ammple, might be expecte*^ yifcic 
S400-$600 per year in additional income Jx) "che trainee. As with cap«aJiBi vest- 
ments, however, tltii.s yield can be substantially improved if combi ugg til fa an 
invention or inuqyation. CETA has been and should continue to be, in ma^miBmesH 
of research and development inXo new ways to" train ^nd utilize laborr^^ Without 
this capacity for innovai^pn, employment pahcy will stagnate.^ * ^ 

An equally strong caafe' 6an be made for the- CETA planning system. CSTA now 
represents tne or^y national network of jyrow^mment agencies engagcei in local 
economic analrsisX'Irbe ^ETA planning machinery has the capability vo nwnitbr 
and analyze the,. jni plications of a wide ranee of government programs ranging 
from vocation a l£>diicatV)n to regulatory anti fiscal policy impacts. Any national 
program of eci^mic development ma.stfelv upon business and labor ax the local 
level for its implementation. Without a loaal planning mechanisifn that can in- 
corporate local labor, business and governmental inputs, development plans for 
the national economy cannot realistically be'tieveloped. 

Senator Bent.^en. The exporiencfe that you have had in ^'orking 
with local hibor markets, such as m tiie New England market, edu- 
cated me a little on how the employment provisions of the States 
work. - • 



Martin Feldsti'lh. '•LoweHng The Pcrm^n<»nt Rate of Unemplojment,'* Joint Economic Committee; 
Conjrriwfl of the Utiit«Kj .Suites (Soptemtwr iy7:}). 
^ S€«, for example, "Manpower Report of the President, 1075," pp. 95-96. 
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LiTexaa. as^llndBrstand nt. there is & lot of Federal funding, and 
I aflgom e 'Bedit gaideline% but. that is through the Employment 
GoHaassion. Iwahat the way it is repeated around the Nation? 

Mtv DomiJC MB. I think as a basic miodel, the employment security 
conuaaums, m«miis of this primwy and secondary distinction that 
I ani_ sogg estugr to you, teiui to deafWith those Workers and those 
OTptOTWs whoiBve the most^iflSculty getting jobs or finding workers. 
Tufjbert tiiiii iiipp i j are the ones I ha^e described as primary em- 
ploMTs, those provide good wages, training capability, and stable 
eyt^Sfnynt^ Jajyoy ers of that kmd generally need not rely upon 
th^Tubhc Ewyp ymept Service, and generally devise their labor 
mg»et, stra te^^ t o avoid hiring individuals who sfeek as a last 
resort P^hc a^lbyment services, or a CETA program, or some other 
kind of Federni lapn itance in getting a job* 

l\s a result, taiPB is a primarylabor market where good workers 
and -good jobs m matched, largely without much in the way of 
pubiic policy toaBtance. 
' 'Hierft IS the-awndaiy labor maJ-ket where public policy assistance 
h assorted muiTg: mdre actively, where it is much more welcomed by 
woiiciri niiJ cmmuyers, and where a lai^e number of transactions 
have resulted, they CETA transactions or direct placements. 1 
wouJd say there has been far too little reaching out by Federal agencies 
into^ the primary sector where the need for their services is much less. 
Senator BEisr??^. Mr. Schiff, we are delightiad to have you again. 

Years ago, I jras on an adxisory board of your committee. ^ 
Mr. Schiff. . ihink you were a trustee 

Senator Bentsen. I have to be very careful what I admit to being 
ou. bat that is one I am pleased to say I was on. I was a member oi 
the subcommitaee years ago,- and we were talking about pubUc financ- 
ing of campaigns. Let's go off the record. 

[Discussion eff the record.] - - " 

Senator BBairsEN. Go ahead and give us your testimony, please. 

STATEMEBT TRASfK W. jbHUT, VICE PEESIDEin! AlTD CHIEF 
ECOBOMMi:, COMMITTEE FOE ECOITOMIC DEVEIOPMENT 

• Mr. ScHTFF- Thank you, Mr. Chairman. I very much appreciate 
the opportumrr to appear here this morning. My comments \vill draw 
m considerabiepart on the January 1979 CED policy statement on ' 

Jobs for the ^d-to-Employ: New Directions for a Public Private 
Partnership/' Mr which I served as project director. That statement 
reached a ntimber of major conclusions: 

First, , a much more intensive and targeted eflFort is needed to deal 
with structural unemployment and— >more generally — with the labor 
market problem of ajl those persons who have special diflSculties in 
finding and keeping useful jobs in good times as well as bad. 

Second, pubhc policy should place more stress on training people 
and putting them to work rather thanop payinj^ them fof not working. 

Third, efforts tp secure jobs ancrtraining tor the hard-to-etnploy 
should place much greater relative emphasis on involving the private 
Rector, where four out of five jobs iii our economy are located. 

And, foilrth, these efforts ^ould not only involve Wge firms but 
should also focus heavily on small by^inesses, particularly those in 
the expanding service sector. • ' • 
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The coniinittee also stressed that an approach along this line, with 
its emphasis on increksing the skills ana productivity of the work 
force, would simificantly contribute to a reduction of inflationarj- 
pa^easures as well as of unemployment. 

It is striking that when we started work on our statement in 1975, 
the most common attitude of business firms toward proposals for 
jrreater private sector involvement in programs to deal with stnu. tural 
nmemployment was decidetlly negative. This attitude was not merely 
rclttted to the recession. It also reflected ^ belief tliat»such programs 
had been tried and simply did not work. A frequent comment -by 
bssfianess executives was that their experiences with earlier proirranis 
iir ihis. area had been discourapiug; that they could not cope with 
the special problems involved in training aiid emplovinj? disadyaii- 
tiped persons; and that the red tape and uncertainty about continiiity 
of funding associated with government alU' sponsored programs wore 
major «leterrents to participation. The v^ew was widespread that 
the combination of these factors sininly did not make it economiral 
for business firms to pnrticipate in sucn activities, even if the finaiicial 
incentives for such particination were substantially increased. 

After considerable study, our committee nevertheless concluded 
that cooperative public-pnvate efforts to deal with structural unem- 
ployment can, indeetl, bo workable, ^^rovided they ar'e properly 
tiesi^ned. To an important degree, we based this roncliision on a 
survey of C^ED trust(»e companies which showed that a good many 
jobs and training programs targeted to the hard-to-emnloy weiv, in 
fact, already being successfully operated bv private firms, though 
frequently on only a relatively small scale. \Vhile we found that no 
single approach is necessarilv suitable for every' community, we con- 
xluded that a broadened public-private partnership pro^^ram to^ deal 
with structural unemployment shouUl place niajor reliance on key 
features of the more successful existing programs. These include in 
particular: 

A systematic mechanism for strong and sustained involvement of 
the top business leadership, local and national; 
Active cooperation by local prime sponsors;* 

Extensive reliance gn intermediary organizations that cajn relieve 
business of many of the special burdens and costs connected with 
dealing with the hard-to-employ. Many firms that are reluctant to 
hire the disadvantaged directly or to deal face-to-face with povern- 
n^ent bureaus will take on hard-to-employ persons if ap intermediary 
organization aids them in cutting the red tape connectecl with federally 
sponsored programs and in providing needed counseling and other 
special services for this category of employees. 

Intermediary organizations can also be very u.seful in identifying 
the more promising types-of job opportunities and can conduct special 
kinds of training that help |)repare people for these jobs. 

In addition, we put strong empha.sis on programs that are carefully 
tailored to the needs of particular groups among the hard to employ. 

Finally, we called for more adequate and varied financial incen- 
tives, including both tlirect payments and targeted tax credits. 

It is encom^aging that since the time our project was first initiated, 
both busioiesar and Government attitudes toward greater private 
sector involvement in the battle against structural unemplo>Tnen^ ' 
have become much more positive. This is sho\ra particularly by the 
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launchinpr of title VII of CETA and of the targeted emplpyraent tax 
credit ami by indications of much greater willingness of private firms 
to become involved in 3uch efforts. 

The point I want to emphasize here, however,, is that it is hi;:,^hly 
important,/o maintain the recent momentum toward <rreater private 
sector involvement in efforts' to aid the structurally unemployed. 

If businessmen should aj^^ain becgfcae clisillusioneci with such efforts 
because of undue delays in projrram implementation or other factors, 
it will be very difficult to ^'•ain their support for other private SL'ctor 
initiatives at a later date. Hence, 1 believe'that while ad<litiona! pro- 
{Crara dosij^^ns in this area shouhl be carefully consi<lored, the princij)al 
immediate priority must be to assure that the proiirrams recently 
passed by the Conirress are implemented promptly, effectively, and 
on an adequate scale. ' ' 

Let me note some of the key elements that I believe are required 
to make the current pro<j:rams successful. 

First, there should be assurance as soon as possible thut these pro- 
grams will be funded adequately and for a \on^ enou»j:h period. 

The absence of such assurance is already proving to be a sei'ious 
impediment to the development of private industry councils i?i various 
aretis. 

Thf^ fundin*^ arranirements should, in particular, be adequate' to 
allow for [proper staffinsr and other startup costs of the PIC's. 

1 also a.L^ree with Professor ilamennesh that it is imprJrtant to be 
sure there is adccpiate funding for effective administration of the 
new Ttirsreteil rJobs Tax'Oeiht/ 

Second, there must be a dear understandins: that the new ])rivate 
industry councils will have real responsibility 'for carrying /)ij< mean- 
int^ful tasks. Business j)eople will simply not be interested in (levotint^ 
time and effort to, the work of these councils if they merely turn out 
to be purely advisory bodies to CETA prime spouiSors, with no real 
authority or detrree of indej)endence. 

The councils should become a focal point for encouraging: grcnter 
private sector participation in the ftdl range of ('ETA activities. They 
should have their own j)erraanent staffs and clear control over such 
sources wherever possible. As many of the PIC^s as fea.sible shoT-M be 
organized as non[)rofit corporations, with clear authority to in?ike 
direct training cont rj.iv\< and carry out a wid^ rangf^ of hor 
operational functions. * 

Third, thcrt»must he a continuing effort to assure tliat (lie new pro- 
grams are not tied down by nnnecAssary rod tape or uncertjiinties iihout 
regulatory refpiirements. 

Fourth, th(^ new program^ should place considerable weight on 
upgrading and othor ways of developing higher level skilLs — partic- 
ularly those in skill bottleneck aretxs — in addition to dealing with 
entn'-level jobs. I 

Fifth, the new initiative should he accom[)anied by more systematic 
local efforts to identify })romising job and training o|)portiInities for 
the .structurally nnem[>loyed, and by improved processes for ]d.*u-ing 
the unemployed in such jobs, 

Among other things, this cf^lls for ref(^rms in the Emplo\nment 
Service to make the Service more* responsive to em})loyer needs: for 
*close coordination between the^Service, prime sponsors, and private 
industry councils; and' for increased rehance on private intermediary 



i07 



^ . ) ■ ■ m 

organizations that specialize in the placement q[ particular cate^-ories 
of the hard to employ. ' 

Sixth, there i^ need— both at the local arSi the national- levels— for 
greatly unproved and expanded information on the nature of pro- 
grams that alremlv exist and t^at are operating successfully. 

CED has sought to contribute to this process by publishing its. 
findings abouXp-miccessful private sector proCTams in a book of case 
studies, and is now also holding a series of policy forums on the subject 
m SIX major mties. 

But much \more needs to be done. We believe, in particular that 
efforts shouki be^)eede(l up to develop a s>-stematic and continuing 
cleannghouse of information on ongoing activities to deal with slruc- ^ 
tural unemployment. 

And- certainly, success of the new Targeted Jobs Tax Credit and 
3f the title VII program will critically depend on an adequate mar- 
keting prograip, as several of my collea^rues mentioned earlier. 

Seventh, there should be as close coordination as possible among the 
various agencies at the local level that deal with structural unemploy- 
ment, jhcludmg private industry councils, pril-ue sponsors, the-Em- 
; ^ plo\Tii0at Service, and the school s>-stem. ' 

-Fr^ip the point of view of the bu.sincss sector, the basic aim should 
be t<5 assure that an individual businessman can turn to a single initial 
j)oint of contact to nw.ke effective tise of gc^vernmen tally sponsored 
inf entives for aiding the hard to employ. 

Similarly, there should be a focal point to which an unemployed 
yvL^ person could turn for help with his or her intlividual problems. 

In addition— and I think this is vei-v important— there is a niajor 
need for closer (coordination between' ellorts to promote local economic 
development and eirorts to train the structurally unemployed for the 
jobs that are likely to become available. 

Finally, let me comment briefly on the relationship between struc- 
tural unemployment and countercyclical polices. 

One connection is tiiat the absence of adequate countercyclical 
defenses has typically ineant that in a recession an important share 
, ' of Government funds intended for aiding the structurally unemployed 
has been used to prevent layoff of reirular Government workers as 
normal Government revenues started to fall. 

To avoid such an ontcome, better advance preparations are needed 
for dealing with cyclictd unemployment, including, in my personal 
view, the ayailabuity. of an adeqaiate program of countercyclical 
revenue sharing geared to both roirional and' national unemployment 
triggers. 

It is also noteworthv that groups wjth spcQ^al disabilities in the 
labor market tend to be especially hard hit by recessions, both be- 
cause they t€nd to be among the firet to be laid ofT and because they , 
encounter greater difficulties in finding new jobs. 1 

Hence, I believe there is justiiication for targeting a high proportion " 
of countercyclical employmtot programs on such hard-to-employ, 
groups, though not to the same extent as in connection with longer " 
^ . terra effort? to deal with structural unemployment. 

But such targeted countercyclical programs need not be confined 
to public employment. 

In designing an appropriate countercyclical strategy, careful con- 
sideration shouki be given to greater emphasis on countercyclical 
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employment incentwes that operate through 'the private sector 
Wudmg cnlarged^ihough stilj tai^eted-tli crpditsTd LrS 
> feceSs!" '""^^S and upgraaing,in privatr^duSg 

I agree, agai^.'j ith some of my colleagues here that theseiinds of 
' f™^"^"",'' ^«.°'H'ht best be subject to triggers b^ed on b^S^foca 
area and national unemployment rates; • • 

Another promising approach is to encourage wider use of work 
, shatmg ;is an alternative to outright layoffs in rec*ss^^^ ^ 
^1 his would in particular, heip.preserve the job eains recristered hv 
^ . mmonties an.l women during economic ups^vis Cgl^Suai em 
pl6yment. urograms and other factors-gains tTiat can be Trio.X 
.eopardize. even bv a relatively mild recession o tL extent That the 
hired tend to be the first ones to be. fired when ou Sht lavoS 
are us^l ^as the principal means of adjusting-to declines K tout 

, latllltkte.^ by chanfres in unemployment insurance provisions to oermrf 
S"*!' " siligie da^ when Erms gron7Sy. 

1 l)elwvc ch,u a wider use of such a {,i(,vJ»iv.a' which has alreadv 
. been ado,^ed by one .State^-CaUfomia- .d^feerv*, ve y careful cS 
sU^raS be facilitated by a change i^FederS 

Such a rhau-e ueed not emml. ..n increase m budgetary e,vpcaditure« 

shirir? i ''e^^'-"^''- '"^"-^^^^ ^^e possibiSiiei for ;s 

sharing' in cases wh«re this'i« d...Vd by both management and Jbor 
In suwm.ary. 1 believe that a successful attack on structiS unem 
loym,a • reqmres a n.altifaceted approach.' calling both for insuS' ' 
tion buiUmg as well greater use of incentive^. . 

loif*" ''i"^'"^" T^""' "'"l «f'"uM be able- to play a substttutiallv 
. laiKer role in such an lip^jroachthan in the past fup^.iauually 

^Ihank you, Ml . Chainnan. ' • ' 

Senator Be.ntsi:.v. Thank yo^. 

v^Ul the .trn. tur.dly unt^nployed What t^-l/e of- intennediai v oi Ja- 
W/,ati..n,. do you thuik ar'e particuh.ilv helpful? ^ 

^ r hcmKK 'i:hc-ie is (luite a o.ng. of thtee o.-,.^^ations Inci- 
.U^i nliv we have desoribod many of the«e iii our poVcAtat.ment 
fct ulot ^ '--''-'"-^-Plov'^uul ia our book oLie^st dts b \ 

HI iuof,'l\ e 3iou one or tuu exainpl, 3 " 

On,, ty,),.. of o.-aui..,.(ic.u w«s .lcvclu,„,| rhi<;„.o ihwu. h ax.., 
^u.,riui one .xiMod in Cleveland eN en Varh..-, In ('hic^'^rl e.o w of 

wTfi f ^ o'.'""U"a.,u called Chit ug(/ Ignite.! 

clt) bni,,h.vii,c.,( l.OuoUi,; cdu.;utl.,n uiid S,- on 

Vhl-^tigo (TMUcllormod n .ub-roup deal y> itl. ... „|,,, , , , , 

..ju..orno.ue,l « „ , ,it or.a,.i..,.lion \L L 
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: CAJ^MS receives funds both from private firms and from the city. 
It ha3 had a much better success rate with OJT contracts than had 
previously "been the case \rhen OJT contracts were concluded directly^ . 
between the city and the employers. This is partly because the pi^vate 
firms involved — many of which are quite small— are. not very eager 
to (led directly eitJier with biffi4»usiness firms or with big government, 
but freque^tIy are willing to (leal with this kind of intermediate group 
that speaks tneir language and can take a good many .ot the problems 
of red tape off their backs. r • • 

Now, I am not saying that this particular type of or^nization 
has solved all the problems. Nevertheless, as a prototype, jt ^s o'^^a 
helpful. In fact the private industiy council corkiept was'^sSiml 
based on that kind of organization. 

There are a ^ood many other kinds of interme^Jiate frroups. 
Chrysler Institute, Ifor example, is a for-profit oi-ganization 
engac^es in training and pre-employment counseling o£ the d 
vaAtuged, not only i'or Chrysler, but ior a series of other compa 

OU; \g another example of a useful intermediary organize 
I Ci>ifld give you a ^ood many 6thers, including very specia 
organizations for placing some of the very hard-to-emp|py in . 
such as the Vocational Foundation in New \ ork. ^ 

Senator Bentsen. I had ask^d a question .earlier, and I a 
know if I had a response to it, aad I am not sure if anyone hus 

Does, anyone have any plumbers that tell us what happens i i 
the tniinin^^ period, after the subsidized period, as to continued j( 
ltiej:ess by thesepeople? ' . r 

What kind ot a result is there? Doeo the result mean a need for u 
stibsidyjifam now on? , ^ • 

JVls. SlwHiLi.. Chairman, we made some estimates on the transi- 
' tion rate in the public service- emplo^^uieiit programs, winch might 
somewhat relevant. Roughly they showed that one-thu:d of the PSE 
participants were niakmg a successful transition into ^unsubsulized 
eniploymBnt/ 

Those numbers aio not the most up to d^te, txud there mi^hi Uo 
better data available now, but that is what our staff estimated last year. 

Senator BentsEn. It is too early to be getting numbers fVom some 
of the laboratories we have around the country, and from the pilot 
pi*ograms. [ 

Ms. Sawhu.i . ThaL IS coneot 

Senator Bentsen. (>ne of my ^leuL <.oii< cmo lo the queatiun of vvhat 
is happening to provluctivity in this country and the fact that last 
year productis^ity growth was only a i)oint, an.l it is estimated in the 
buil^et tbis year that it will be four tenths ol a pi/int, and the Japanese 
growth for exaipple, la 8 peicent. 

There are many jteuSi/Ds for tlio ai<.|> lu i^ioductivit^ One of thti 
luaior rewsous is truiuing, aUid tlie other worker mobility 

That one surprised me a little bit. Is it true that we h^ve leao worktiv 
mobility now that wo have had? That is what I got frou. ono of the 
ttrticles 1 waa reaihng oix th.j que^^tiou of the pn/ildcti vity . 

If we have lecjs moLiliiy, \.h>? lb aujront) prepared to o<,iuiii.:iit ou 
t)iat? 

Mr l><>t.ftU\uiiii 1 Uauk n a .ni o( icl..icii,c iM^iil hi 

tune, if vujii went i/fc..k to .li. l920'S; y..u w.,ull have fo^^nd v..ry 
wiile:^i)ii,4ii concen. with th. en.pioyee turnover, wl.ich ii. tin elt»uent 
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of this mobility question, the fact that people did not remain cpm-. 
mitted to their place of work. . 

Now, w,e have a combination of , the experience of the Depression 
which had a very chastening effect on Worker attitudes toward mo- 
bility, and in more recent vears, the growth of a variety of private 
pension plans which have demonstrably reduced emplpyae turnover. 

These are influences. which have' reduced mobility and have had a 
constmctive effect on proctuctivily because there is a tremendous 
amount of training that takes place in primary sector types of joBs, 
which is useful only in the companies in which it is received. When 
there is worker mobility, important training resources are'wasted. 

What you ask is a (Question of whether vou hav-e enough mobilit 
make sure workers are iri the rigljt place"^ in the.l^or market at' 
right time, but n<^t so much mobility that you iire wasting imi 
tant resources. Mobility has been reduced' in wa>s . which h 
achieve this goal. ^ ' 

One of the major complaints tlmt the j^ood employers have had w . 
respect to the disadvantaj^ed is that tliey are nsks as ei^ployees l u- 
cau.se, as you begin to make thein^rociucln e, aji you spend 6 months 
or a year mtegratiug an employee and training him m the ways of 
your company, that employee leaves. 

You have wasted your ti-aining resources and need to start from 

Srlrttch. 

Senator Bfc:\TSj:..s . lb thai because you are not offering theui a com- 
petitive wage in line with the improved skills? 
Mr. Do ERiNGER. There are two views on that. 
One is that the mobili^ty is the result of people leaving bad jobs for 
better jobs, or goo<J jobs for better jobs, but another view is, that when 
the disadvantaged, especially during the 1960's, were hired in a num- 
ber of good companies that jparticipated in' the jobs program, that 
euiployee turnover and retention was a problem. 

That was a problem that I thmk was never directly addressed by tho 
employers themselves. 

Senator Be.ntsen. This is ar-uing to the' contrary, that we should 
have more mobility gain, and there were areas of some low unem- 
I)lo>Tiient in the country where those people could move, and they 
dou't do that aU)iiioie 

Mr. HA.MKK.\it:iiH 1 uo.ild like to comment on that briefly. 1 tlunk' 
\N e benefited in the tn..t 20 years after World War II from tw^ unique 
t:in um.-staiu:es whu.h have not been-iu existence in the last 10 yeanv 
Ue fii*sit saw the trejiiendous flow of people from agriculture to in- 
.l^atr^. That is duiic with Second, the rate^ of grow th of educational 
uttfiinment and the aumbei of yeai-s of Schoolfittg attained by the popu- 
laUon was thre<' tiiiu-:^ hi^iiei- in the first 20 postwar yeai-s. It was 
growing Jhree thi»es- aa fast in chode 20 years as it had in the last 10. 

"^ou hacl^ore skilL ami formal schooling becoming embodied in 
iKt' popuiati6n. That hu^ slowed down. 1 don't see that picking up in 
the^neat* future, and 1 am uot so sure I >vould want it to pick up. 
Senator Bknisen That is a good point. 

Ms. Sawliill. may he you aie the one tu uok ilUo qut^^tiuu 1 wuia i., 
t to the structurjU format ion of the t^iiiployiiteiiY oommissi^.n 
I just Wrtiite<l eihicatioa op the format 

Ms Sau hii I, .Are yoQ tulkiug about tht ^ 1..^ .i.i.iii . ....^ 

lUiiui^sti tttioiisV 
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Senator BsNTSEJi. The employment commissions in the different 
States which send people to jobs, aren't they generally State agencies 
with Federal guidelines and Federal funding? 

' Ms. §AW9i^L. That is correct. I thixik that On the question of certijB- 
cation of eligibles under the targeted employment tax credit, by the 
way, that thev are going to have a coordmating role. 

It is my miderstanding that certification can take place in a number 
of other agencies, most particularly in a prime sponsor itself, and that 
• the forms get all collected in one centralized place, but the employ- 
ment service itself does not necessarily do the whole job. 

Senator Bentsen. How, mtch coordination do you get between 
those employment commissions in the States.andthe technical or thr 
vocational schools? * , . 

Do they really understand that they are training for a job when 
there is a labor shortage or availability of jobs? Is there reasonabli 
coordination or not? 

Ms. Sawhill*. I don?t think 1 can give you an adequate answei 
because I haven't looked at thaf question specifically, and I exp'eci 
it varies widely. 

Senator Ben'tsbik. Mr Dbeiinger, you have bcca in the u,K ui laboi 
market. 

Mr. DoKKlNOEh. Ill the tuffinnii exbciicnf-c il.»io is weiy 

little coonlinat ion bet\\t?en the Vwcational antl tecliniial bchoola and 
the emi)loyment tiervicea or coiumibsioiia 

Some of the most siic^-essful of the \»Muin>|ini ijchooL lun iheu 
own placement opemtions. They have Uea to local luduato and their 
t'railuates are placed through such ties, miich the way faculties aie 
hiretl, ami I expect congressional stnfF. 

It i.s an iiifbnnul reliitionahip between the uititructoi kuus\:i 
what the employer neeU& ami the cap^ilities of his students. The 
instriictoi es.seiaially nrnkt's the job lefAral,'' 

That ineansi there is little need to turn to oLhci pluct mciiL ageiiciea 
because these a^'em iea lack the kinii of daily contact and experience 
and exposure betwfci** the tiainee and the job. 

Senator B£:nt^5|i;n Mr. I'almer, do you have anv cvhJcnce that slio\\s 
the correlation or the weight of a year m public service as compaied 
to a year of remeilial educt^^n? 

Mr PalMUJK. No. 1 don'CThink li»<,ic Im uU^ aJc^inatc evidence oii 

that, i was ^'Oiuji to add. ^ettin^ baik lo our earlier cjUostioii of the 
lonix-raii»,'e ^ertv< ts of people after ihey through siuLsidized employ 
ment, thero sftnpK h.ianot been udequdie data to enable tho.^^; studies 
to be ilone in the \>tii^^ 

I thinJ|j^thaL sitiiiitioL jis rai»idl^ . liunghi,, i*,,. . ...ui|dc il^., k..,ss 
a <\riitinuuus louj^itudinal survey taken of itj i j.^.-utati . e am jple v>l 
eutrtuita Ulto the ('ETA uro^iai thai il ea fullowa ptMple tliruUt;h 
their dui at ioi. in tlie CEl A progroUiS, ip»d lor v.cveral 3 ears aubaequbiit 
to leaving the pio^i.nnt^ 

This data base is goin^, iw riMil^K 1 .,.1. at n.,, k n^,, i tnii,... 

cileotj> of tho ('ErA systt.ii tx w I ,,U (U. i toi iii hvi luul j>i,*^;i<uji 
couipoiienta^ wheie conipai is. nb ol the i itwi.. y\ a au; itdaing ,.:dU be 
uiade 

Biit .1 ( . .oul 1 .V vMii^i ^ i .. . aot a .^ .1. . ,1 a». , ^ ,. 1 .i.. * .. 

ii.o&e >civ>ns 
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'Representative Wtli?j. Thank you, Mr. Chairman. 

I want to apologize to the i)aneLfOT being late. We werain a markup 
in the subcommittee, and Mr. Miller, the Chairman of the Federal 
Reserve Board, came befori the full Banking Committee to talk about 
the state of the economy with us this monung. / 

I am a relatively new member ^f this committee, and I want , 
to hear everything you had to say, but I will read the recoKl later on. 

What is^ the panel's estimate as to the number of structurally 
unemployed? ^ ' . ' ^ 

Ms. Sawhill, you are shaking your head aflBrmatively. Do you have 
s an answer? \ , . © 

Ms. SawhilL. The problem, sir, is tiiat nobody is in total agr^p- 
meirt about how to define ''stru'ckirally unemployed.". I made so 
^.reference^ earlier to our need to try to reJine conceptually what 
mean by structural unemployment, and flien to come up with so 
Estimates of the number of people who faD in those categories. 
- The usual approach right now ia to^ define it by family income a 
duration of uhemployuieut, or some combination 0/ the two, and wl 
vou do that^ yoii coii i:oiue up w ith a number or a nnJioIc s^t of nu 
bers depeaduig upou xvhut lovtl of family mcome, unJ what durati 
uf iiiiemployuient you ohooae. 

( don't know that I want to plit a aingk uuuibej uii ilie icuoid 11^ i 
iu,\\ . Mti^'be aome of luy colleagiies here htivo one off the top of th< r 
head ' 

ReprtsaciiCuUve VVaiai. U..t v\e do.put u auiubei- Oii 1*<mv v 
people are unemployed 1 )ii.3L iieaid one from Mr. Millei, (;h..iiiiiuu 
of the Federal Reser\'e ii* aid. 

Where do,es he get his fi^^ure^; 

Mr. Hamermesh. Right now tl.cic aic 6 million peoi>le \**ic-ia- 
idoyed at any point iu time, liie econonurtlo in the l960's used a 
breakilowu of struciuruJ, cyclicttl, aiul acuaoaal unemployment. I 
tliink a lot of economiats would artcue th(*i v\e have no cydioAl uuem- 
loyed todny. The qiierition it»; What poitioii of the 6 million would 
e defined us seasonally uneiiipL;yed? 
There has been some eviilcnr.e a^ain, ixnA 11. i ; t:. a loose .i. h..iiioii, 
but there is evidence that 2 5 uiillion mighl bu :.-a.>o.ml ai.d tiu^ ren/. 
mi^ht be called structoral 

Again. I do shy *^^^'^y^^»' 'i*!-^ dii5tiuctiv>*. 

RepreseutativQ WrLi^fyia iuiportant t^- ai...a il... i»uu.i>».i kA 
^.oople we are talking aWut a^i a ^stai thig poim 
Mr. HamEHmesh It certain^); ia. 

Representative Wyiie You ^-i\c a stni.,. ( .... , in^ 1. i<> 

i^crcent uiiemplo>mcut ai..uiig black >c>utli. 1 that o .t of v^nt of 
your reports. 

There is anothci n^.... i.n .x.iLu.^ Aw*..un i.^A.AX 1 .l.M^ork 

Uig women and ao (ortli Oai/i ^e ])ut those .It to^jether ui.a come Uj. 
vyiUi a figUie? 

Mi*. Pal.meu 1 be auih uii V .1. lo ^.,iue cxient much 

ii.d tii.ciinployu.. nt t iflVicd e . . n . m ng i.il^. j groupa that clea.K' 
uio .liaad vautagcd and ha\t vri') 'bi^li uaiiii]/luymei^L rates ia not 
uiao 'airable 

Tlmt la. I. u. . 1.. ^ I .i ..j.l J . . a. mO\ « . . .,i i, » . . 

luo diftercat jol a ijouieju. u ly ci li-iii.,: Wio labor fun • v b. io 
uon.ially some ptii loa of job w i h it, ii:.iuln;tl even though u i( ( ,ait 
job o)>}>oitunity wdl \ e loi thcumiuij 
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So, you could look at a group aod say that their uaemployment is" 
structural^ such as minority youfli. You can't br^ak out how much 
of that unemployment is a Kind of a normal, healthy unemployment,. 
is-«ort of .the lubricant of the economy, and how many are 
• petole searching for jobs and can't'find enyployment. 

Representative Wylie. Let's approach it another way. What is 
your opinion as to the full employment rate? ^ 

. Mr. Hamermesh. ||will be happy to comment on that, because I 
have written quite a Hit about it -before. 

My personal belief is that we 'are at or below what people like to 
call the nonaccelerating inflation rate of eraplo^Tnent. If, you wont to 
call that full employment, niy guess is 6 percent today is full 
employmentr 

It is nob an immutable fig\ire. In the 1960's, I believe tjie rate was 
lower, but changes in the labor market and our income ajiaiutenance 
])rograni have causedHhe unemployment rate to rise. 

I think, if vpu consider that, as the labor forre ages, we have fewer 
young candidates for new jobs in the labor force; m the i980's, that 
w ill be back do\vi\ to 5 percent. I think if it was 4 percent in J,h|^ 1960's 
for full employment, it i» 6 percent uacuiplo3^iiieat now. 

Mr. DoEHiNGKR. You ax-e finding evidence before you of the dio 
u^Mveaient in the profession on these mattei-s. 

What I would add, and ua I say I am rathn in dioagi m^ i.t uiih 
ihe \v ay this problem ha& I'ceu appiuacheJ, is that the notion that One 
has to live with a 5-perceat or a 6-percent full emplo^'uient rate in an 
economy vxith a lot t>f teenagers, and not liVe with that I'ate in an 
etuiioniy with a lot of adults is based on the uosumption that teen- 
agers as a group behave like we ha\i3 always kno\ra teunagers to 
behave. Namely, that they are not teiribly attached to the labor 
market; they are in and out a lot; their earnings needs may be tem- 
porary, or may , be low; and that they engage m a wide variety of 
acLivities. other than wox-k, v\ hich they enjoy. 

That viow. I think, is pei hupb belied ^iy anotl/er ^et of aoSuxiiptiond 
whirh uiU«i«;eAi& that the kinds of einployment e.K])erieace that we 
obj?er\ in teeiui^xers we also obst.rvc in many uiinorities, and docs one 
want xo e^.tend the notion that minoi ities haVea't "j^rowu up'' and 
are erratic workers lightly attached to the labor aiarket? 

A\e doa t want to miniaiize fhe fact that teeuagerb do engage la 
avn\iiie& otla'r than work as part of being teenagers ami as part of 
|j;rouia^' up. Bat it i. unp^rtant to recognize that the 4iiuls of jobs 
AvailabU to leeat.-t .ac hot the kind of jol>s that instill conaaitaieat 
aa<l attai.hiuent ^ 

They aro the "i..... i. ...I ' Jot»o ii.. il.,, ct i x a,o 

o|»eratioiuj. thb c..i.,ial i iiai.-^ wi vvoiL \il.,d».aro ia tieii c the leftover 
jol»: the Oul^ Jobs ill .t tcei.an-i& have ut:ceso l.> 

1 think theie ia £,.>aio auluatioa that vvliea u-ei...^, .tu an.- c.\,,<;£jctl iw 
l»elier job oppoi'tuaitiea, or the kii.d of juba tiutt luaa^' peojAe have to 
wait nntil their add twenties lo (>e oifercU, ihtir behavior thaag,;2j 

I don't think vve would w ant t > Iv.ck oai-jAlve^ into whiakaig aboat 
(u!l eniployaiein in terms of tl<*iiio.a apl.ie iui,\ t>i eiha.atioaal mix, or 
geo.:ra^)hic ilirttrd>uLioa oi woiktis) b(> akva;h ao tho notion that op 
port unity l.Aa a lot Lo w nh einplo> al.ilit v 

Repre^*,a ttti i \ e Wviit. I want \uu to le^p* .1 ..m., .i v. i 1. 1. 

;wa inatle w hi<:h i. at tht l.a\c tiaio in li.ie \\\Ai • i.u Kii !)»>» iliiu^xu 

N\ UO jaot 3.1 \ ixig 
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My comment is this t Might youth say/ "I don*t want to share a 
hard job with somebody iJse? I don't imow. I am trying to search 
for some approach here, i ou mentioned the unemployment among 
youth, and tnat they are probafely striicturally unemployed. 

Mr. ScHjPF." I would be vc^ry cautious about considering work- 
sharing.-as a long-tenn solution to the unemployratMit problem. The 
proposal I mentioned relates only to times when it is an alternative 
to recession layoffs, or perhaps wti^ it can be used by an individual 
firm as a temporary aojustmeAt measure to. ease the transition to a 
reduced level of its work force ^or stnictural reasons. 

I think worksharinjr should not be a substitute for "jeneral policies 
to foster hi^rh employment — policies that are aimed at providing 
enough joJ)S for everyone who wants to work. 

The a^umntion underlying the kind of proposal I^mentioned is that 
there is^no altormUi^e work available at the tinigj^Tbe totaJ volume 
of denftjibd is b(^w mynnal, and therefore you have to denl with tlmt 
:5iluatiot\ ill a wav tiia\ doesn't hit too hard at the |>fople at tlic tiid 
ofthelfne. N 

()ver a h>iit;t;i |>t:iluJ, iioucvci, (>iic ou^Ul to [ook i.iiietulj} ul tiud 
hi/t thttt there are nt-opU* [n our ecvfiomy wlio Wi.uld value i»»ore 
leir^ui^e aud who would prefer not lo work luuili, and Dthera wlio 
w:int "to work nu>rr There may, tliei i.fjuV, be a ca.se fur a better dis- 
tribution of work among the po|>uralion ban^.d i»n volu.itaiy pi eferciice. 

Vt/U nii^tht, for example, help create more job opportimiliet> for aoino 
people who want to work full time and for others who want to work 
only part time, in line with wiiat they Jer>ire. Thus, more job oppor- 
tunities might be create d foi wonu n with chiUhen or lor retired people 
l)y adapting these joh?^ i.ioi.- clo.-^el) to the len^^tti of tnne foi wiiieh 
these people can ai.tuali\ woik and the honi-s'that ari: convenient for 
tiiem. 

Theii; iiii^iit i,c i,ih.i po.iplc wOuM K^tevc full 
h.io the r part time jot>s So, 1 think there is a lot of thought tuat 
t)Ught to l>e iciven to ihc question of what a butter disi rihntion of work 
v>otdd au uall}'^ mean y 

If 1 ui.i\ reVert fot n ininuti, i.- the pn;vious *juc. ti. o wl»i..li i. i.iu ,1 
io the definition of fud e/nph>yhu;.a 1 think one has lo l,e very eereful 
to dislingul.di l>i'tv\e<Ui ne\eial t;onti*ptt> o( what p» i»ple call tall eiu ■ 
ployrnenl. One. i.n a ^>iiuati<»u where by i.UNhing »ip the total deioand 
of the eeoiiouiN \ ou cau't d(» i.iurh Juorc at>out \ii.en.pl03 inenl without 
rapiiiU' a^;;! a \ u ( ing in/lation 

That is one i:« .ucef)t 

I think we mnV be . iti.. , . »i. . ,n 1 .1 .1 1 .1.. i 

nvan that in that -itiialio^ \ .h*Mi ii iii^ : uXi\ i .1 >. : l. i^ \ ill ^mi 
more, people iiiio 

The thiou ^ lii.Jt ha . 1.*..^ tl.. lij, . 1 1 . , li i.ili.l 

..loot tlainin>4 ^Jix^optr r^(» I /i .t <h. h.nc killii .1 h.ke .> 1 « .1 t^^t; .d 

*lilfereiii kin«l> of <'>pp »i l uiUic;?, .,> Uei ,a> tj jf jpei.. Ui.j; tiie ^oi> 
market .».id .so f^rl h 

A sei oiul dotiiiUio.. 1 1 ,n ...i 1 v\ . ..i i t.. . . t . 

t i.e reductic.i in uiieiii^>K . .lu 1 1 01 u .mm.i \ t U ^ .1 « .- i , . 1 .ti nu. ir. 

Li these slruciUial area. 1 .l.uiU u { ii i I J Jal ui. l , i-.a£i h.j 1. nr. alon^^ 

these line.'« evtn liow 

Structural uiiempi.. ... . i . * 1. . 11 i. . i i . .. . , 1 

...ifUt thai remains alt./ i « i the. u .1 .U Ju .ii.cii.| I. ia, . i.l .ul 
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plovment that can be terminated by noninflationary demand , 
cAwmifiiun. From this residual, one would also have to deduct frictional ^ 
unemployment, though the preci^viding line between frictionil and 
' structural joblessness is often noweasy to draw. 

Another problem in defiiiing Structural unemployment is that it 
should RTobably include people who are not in the work force, who are 
not now>ounte3 as unempWd, but who would nevertheless conie 
mto the work force if they thought suitable jplbs were available , ' 

Kepresentativo Wylie. You say youth might welcome the oppor- 
tunity for more kinds of leisure, and that might well be a point, except 
that thoy would wdut the concomitant income. ' . 
Vou.are talking in terms of recession. , 
Mr. ScHiFF. In a recession, I am talking about g3|nig to a 4-ilay week 
where peoole work 4 day^. and get ptud for 4 days. I am not talking 
about th<? kmd of v^oik sharing where ^ployees work 4 davs and ^<il 
paitl fur 5 daj^.^ That is not what I had in nund. 

Kct>ies<;ntative Wyuk. 1 under.t*^^, except tl.u^ 3 uu ihi.^ , u 

I.. accoinplLshcii by .some : ort of uneuiplo>mLit iuMinuicc wi(h iC: 
op< I t Lt> the wojA .sRariii^ ui 1 au^^euient ' 

Ml SciiiAj It .simpijy* luvun^ thai ..I iho ^.t. ...i 
.an ii,.iaiall> 0..I} i;t*t unen.jJi,) in0..t in.-^unu.. e if ou ni<* .U\,r hili 
week i,y uiurt Viuh-i the inopo.al. (he cinplu)ee: for n fi.ui'thai ^ <k „ 
ou a 4 ,la>' w.t'k a (eiopuiajij tiling-, in a lece.sion - woui.V Ic 
t-ntlti '<! t.> i..Kinnl,,vii,.;i.ifli.Miiante t>ciicfit., foi tl.cSthday 'i'hi^Mc>..M 
i,psl iM> .iti.iv in the lud^ei than tlie f>ie.-.ent arruiigineiit. 

^ .Ml %vouU p.i\ all the vv,,rkei , for the ono-fifth of the Wi . i. ^ ... 
,.... inplo)cd iii..trad of i^a^iiig Jifth of the workers for I jin.^ u. 
L.i.plu^ cd dn .i foil w.'fk 

rin' . t)nt U >liLi I f no I 

hepa-M:i.taiivt' VVyiiE. Th. 1 ,. , j, 1 ^ 

. U a.'f ) uii at 12 L.)Uii 1 1 i-. a li 1 . If a^', iM' tl a . 

13lM.si!..N h,ivt' (l^it with i .i lU , 

1 .uhlci.i.-. (hat 1 thloK f:^, ii ^ /I,t. N"utit>n ti .laj 

^ <iu hi. \ f (H li., a.K.w t'ls thai Ml c iniioVUli .. u , 

..MHf ol tlu'li. I.e.- l.h]. t I to t in. t t;,y 

.1 . r |JiM,vr.[ \A iti ) iMW I uUlliLoti.,,! iw.l.. j 

riii.nk , t>ii V oJ ) nui li 

t ui/o.i at i 2 .ui I , , I lu ......1,1 . ii 
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U.S. Department oy Labor, Office of the Secbbtabt 
White Paper dn4he New Comprehensive EmpioymerU Training Program 

the role of Ora BMPLOTMBNT AND TRAINING SYSTEM ^ 

During the past seveml years employment and training programs have played 
an increasing]^ Important rele in strengthening the performance of the Amwicai 
economy and aecunng a mote equitable distri^tion of its benefits. Employment 
and tramh>g MX)grani8 contrilmte to the efficiency of our economic ^stcm m 
. several wajB. In timej ol strong^conomic growth they reduce inflationary pres- 
sure by/Jmprovtog the performance of labor markets, increasing worker pro- 
ductm^ mid expandmg our supply of skilled workers. During economic down- 
turns, by maWtaining mcomes, employment and skill levels and minimizinir 
aependence on welfare And unemployment msurance, they set the stage for stable 
economic recovery. Emptoyment and training programs also contributeimportantly 
to the eqmty of our eponcanic system by improving the access of aU Americans 
to tne opportumty to support uiMnselves and their families. 

Difect employment policiejs hrfve now become an important and permanent 
tool of economic poUcy, strengthening the effectiveness of fiscal and monetary 
u J? promoting staUe economic growth and reducmg the adverse side effects 
or botn eeonomio expansion and contraction. Until recent years, however, em- 
^f°*^™™*^ . x.^'?*^.P^°8Tama were too amall m scale to permit moaaurement 
or their potential effectiveness in this larger role. * 
Ten ywma^Mo employment and traimng programs were an insigitt||tet iicm 
in theUd, budget. This year over $11.7 bUIion will be spent bv^^FectaBiI 
Uovermmjiit f or this pxmose. The budget for Fiscal Year 1980 caiiseM^ eacDwii- 
turps of S11.0 billion. The fundamental factor supporting this exfwotton is a 
growing national awareness that, even in periods of overall profipectfA sizeable 
liivestmeato must still be made to assist those disadv^intaged in the Wir market 
hy ^tocJcground, location, or discrimination. But much of this hnmediafie expansion 
r^ponse to economic recessions. This was the case when President 
fyl office while 1*e country was enduring the high rate of unemployment 
which foBowed the 197^74 recession. Since 1977, spending for Department of 
Labor jobs and trainmgr programs has increased by 73 percent. Much of this 
wa.s dueto the Economic Stimulus Package laun<Aed by this Administration. In 
contrast, there has been only a 14 percent increase in Spending for other discre- 
tionary federal programs in this period. This fact, more than an^other, provides 
GtJrter ^^l^ist^^ ^ priority placed on cmployment'fcrograms by the 

CETA S RKvoICD of PICKrOKMAWcB 

bo^pite this unprecedente4 growth jtliere cau l,c little queen tliat oiir caplov- 
uient and trainmg sj-stem has performed well Aggregate sti.tihtics teU one p^m; 
of the story. When President Carter look oftice, the unfehtployment rate was 
7.8 percent. By December of 1978, it had fallen to 6.9 percent. A large part of 
this improvement can be attributed to the normal resilence of the economy in 
recovenng from a downturn in the business cycle. But substantial credit should 
go to both^acroeconomic poUcies of the Administration and the direct employ- 
ment measures hntisted as part of the Economic Stimulua Package. Along; with 
toe 7.2 mitho n job s created in the privates sector, 1.3 million jobs and training 
opportumtie* were created during this period bv the various components of the 
Comprefeensiv»rj!imfHoyment and Traimng Acc {CETA) 

(fl3)« 
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CETA has helped assure that the ^>enefits of economic re^very are extended to 
ail classes of workers including the most disadvantaged, tor example^ it is esti- 
mated that a thinl of the ineroiise in black emplovrnent (G^ percent) experienced 
during this pcrioil is directly attributable Jbo the CETA ja>) system. Kiiployment 
gains for the rnost disjtdvaataged groups W^e particularly impressiveL Employ- 
ment of l)lack teenwgers had aerially decreaflPfl during the preceding 8 yeifTs, l)Ut 
has increased by 27 percent since the start of this AdministratioD. A\)oj^y22 per- 
•-♦•rit of all. I)la('k K^enagers employee* in Octoi)er 1978 w;ei:fi_nwJtTTlgl in yoiUh 
' rr()j4rairis iinder ih(» (KTA systeiiiu During the StiniMtTisexpIinsion. rh(»ro *thun 
-«) percenif of new ( ' KTA^eiiroUees were economically disad\ antaged. In the pivst, 
: had beeti less than haS". 
This diKwu^uit' expansion was done: - ' 
On bcbedule; ^ ^ 

Without the creation of a large, new Federal i)Ureaucracy ; 
Without higii adrnini.strative expenses; 

Withi>Mt a .significant dj'gree of sul;8titution of CI'^TA workers foe. regular 
mMyicipaUeinploVees ; and 

On a l..i-:i[ biu-i*^. Biif»*arn-Miu-^ -fitting in Washinirton <lid not tiutndate">> hat 
Jul'i^ n-Vl'A workers cinild hold or the typ*M>f worK they needcil do. On a 
jiual le\ol. tht/u.-^aiid.^ i>f ini»ovuti\e pH'M'^'ts wtre laUMcliei.1 nuch ;w park 
iiMiovatioii in Bo.sLon, boii.c health care in North ('molina. lake irail buiMing 
Hi .Xlhuila, vvaU-r quality niouitortng in Uiscou?siii. ri\'er i.leannp in H^nhfS- 
te. . anil W0iith<rii/.iitit)ri of l<nv inrotiie homes ui many Ku alcai 
I aetif* kind.s of renultd iti :4lu>rt a pcri(»d urr«« ilue U, tbo ...n.nh'l <•;■.». i 
oi an eii.>ririoas rniiii!n-r i.f public and private institution^. I'hu < I'jTA ^ystetu la 
made up of nvt^r 2<).UUU operating units. Thev i nc l ude the n.iti, lud an.l reghM.al 
otficea i*{ the 1 )<*p:irtMi.-i.t of l-alior and 460 State, coanty und local gt»verniucut 
units w'h.f. .1*^ liiv ('IOTA prime lipun.sord, sut contract with ait estimated 25,000 
non-profit uuu go\ ertuneiital organizations. There are also o4 btate eniployiiaejit 
sei'Urity arft'iicies anti 9o0 national CKTA progranirt with luoidredb of subOoH' 
tr/u t<>rs The nju^ldy 1.3 rnillii>n C^'ET.-V job ami ti'aining aluts serve »*Lmost >4 
million t..ouoniii-ally (lisadvantagi'd per.^^ons e;icli year. 

This «.v\pcrh'niH' liuo deinon.-'t tcti tluit.diin't <*nipliiyiiu'».i ^i,A tr iduiu^ pwh. i- ■ 
ti<^ U(lniini:iter fd ^hr'i.imh our dnt'iitralizt'il (*1'!TA .^vsttMu arc an elfe<'\ive lOol 
of econoMiie p<'lh-v whicli can nu.ve i'»pidl> and di.octly uint^t tlie pii>bleiii of 
unernploy tiu ML Ri l eni .Kialysi,-* t)f ('l']T.\ |>i<if;iaui expcrienc* cuufii iiiS the 
iiruliogs of ua t:arluT ( ....K»'t'»^itJti-d Huil^ct Otiit-o i-itidy tbut CK'i A io tiie most 
effii-ient t.M.l of \\n- Kfirnd ( mi\ crntm-rit in rt'ilui-c uneruployin<:ot. AdiliUonal 
dollars ^fM'iit <uid<'t ibo ('I'i'l A jiioirraio |.ro(lUce» three limeS an inui»> job- aS 
dt>||ars fl|iriit rkrwi . I to thr iMidgel ami with lc»d iiillat iiniiO'y pit;.^s».re tb.m 
ai< 'Ce g.;oci ai :»tHioil.,nv i -III,! z> 
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. t t. h> ...ir 'IO I'l .il l rt^pn 1 a:> quu4 . • i>r \^ i ■, . j ( .. 

o»ki'rair\ lit .»uiii .11. I:' ii ■ i> p.>puiMtHi> 4'h.'ir'a(t''i iith . d lO xii t . i. i ki i 
diliinin tj.nt r \ { lu I'U.ili Hit. I fn' rouiur V < ' i '.T.\ ' ■» ciuoi. i » i.Mia to i 1 1., i go \ *■ i n 
UM'iital ,..n iniiini \ i.h.- rt..d \fU':ilionnl in taolz.tHoiii-t vl.^.i i-ui i *le I, .-al pro- 
gr.-iro.'i I I lol l iip.u. lU.' .,...MaK« iiient and ti'airnri^r 4'apid «.! it icn .if <->.i.^lo.^ pot. lie 
and pi I I • -r -.ini/.. * .v.-vsm.- rhat j.ul Ih' •^•"•vu-r t-iopl »\ i . ,M'rf<.iiii iir.'ful, 
i-t>uoiiii . i» • ^.tAn'f.^* and i.i. dlt.t!.' t< ..O.-^ltiwn «■' panuipaul.j i»n\.il<; sc, L.n 

empii'V iitrii 

Whib- . i.:.' : iO . .o. , ..i... I ... U( . ii om,.i .,, i ■ . 

uiththv ici.nl (II., iiui lltlr-l , li. ^ *r tia.-. {M... .:..t ) »'.. 

cnipl«' V II ' It I au< 1 I ( u ti I «v ( . u I I o pa. t .i > .i.i ' 

I' , iiU [)r 1 - m .1 , . . i«- 1^,1 .lilutet I r r.i.oii > - iL. I i. i . i Uk. j. . . i ■■ - » 

. ( 11.^ .n- ->( 1 1.-. lb iiiilam I vvork.i^-, 

i-ii..ii^h .iU. ull. u » I < I .11. I , . .... .lo , .ki 

. I. II m i .oi>,.l..\ iiu ..I ,n . /.'"tro nftt I t. iMiti:: ,.i f,i,n. Mhlietl.: pfi > .Jta^r 
■ r ( ■ I' r \ pi < .^1 - o o f*,. ,1 I • " |il>> ' fH . k .1 1 . , , »i h.i - t trt ii C5^cad> 

til 1 c ba.-» <",n It. > I a , I . ■ i ... .Ml > \ • it 

f h M- . a.-* l.ian .n^.u- . I 1 ''iiU.-K . ; ).t < . t li. I , I 
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r.n?^^*^i'fi^''''^"'''T— ^'"^ remedied promptly if the system is to maintain 
public c^Jnfidence. Lniploymfent programs hAvo generally benefitted from sirone 
piibhe support Kven in the wake of Proposition 13 and other anti-tax initiatives 
lot^i ''£1"'''° ■•^"'•vey recently cond.ucte^f^r the Department of Labo^ 

Hhow^d strong public support for federal activities in direct -employment and 
training, heyenty-sa percent of respondents ^ported direct job creation pahicu- 
' u'Vi Wpprity groups such as low income persons and heads of families ^-ith 
^hnnlHTip rr «^"^*°;«"^^i;"^'<^rlie this pjmiic support~a fiU l»elief that peopl.^ 
should i>e al)le to work if they want t(r^l that creating joJs is a chcaDcr wav of 
^M^^'ff than providing welfare? or uneniplovmenTbenefits. , 

^Most 9( the^ul)Uc also behoves that pul^lic employment programs proJuL u.^..ful 
immunity services and they .support local control over the kinds of iobs^e ifciMl 
>(pnet;tich«s Ihcre is con.si<Irrablc public concern about abuses and inefficVnries 
m job program design und administration. |# ' ^ 

We must re^pon<l this concern promptly and e/Tectivdy. Manv Dronu^ine 
social programs have atrophied or b.-en abandoned because^imnageiuent f:ulmvs 
-tntv^r.^ultcd iM publH' disillusionment, budget n-.^tiaint incrca.scs the urKciu N of 
responding tn tlie ic«itimat.' cojirvras of citi/rns that th.-ir tax dollun^^*,-.. 
effoctiveiy. Ihis curn-nt n^^od provrd.^s us VMtli a challenge to domons^Lrat. that 
pubUc programs can be useful, emcient ami crre< tive. 

Uunng thr lust vcur, tbr Drpartnirnt of l.ub<;r has hcK:u dt- > t l,.po,M u w,.t.1i- 
Ti.ited plnn fnr :iii .mpn,v . <1 rinpU,y^,>nl .u.d /raining ..).>tcio Huiluing upon * 
rnporlanl ...-u le-usbi ion. a rir:^ ..f ...gnbu.uy an i iMun..gcmci.t ti^itivcsii . n c 
beeu uiul.rtakcM to dcyrl.,|, a .v.t< ,n wh.;h re.^poii:*i vc. co.upi .heiu.iN <^ a c 
countal^ie uiitl iiianagiabK- ' ' 

imii.uiv.^. mauy\,f l.^. 1, a.c alrcudy b, mg iM>i.l.n.. .1, .1 aiu .1 i..d 

lu the fniluumg srclioMM i.,id. i iUl- iour niajur aivas of rrquircd imi.rov rii.coi 
1 1) l>MfJi.)viMi; Hcr\i(- Ui iliosr whi) m...-t need luHsistuuct 
(-) MrcMirtheniiiK .•(.ii»,. aiou.-. with \Ur i rivatr Sector; 
('IJ IinprdViMt; program iitaii«k. iiiri.t , hmvI 
(4) Cuiitroiiing fraud ai.d abiuM- 



< ti \ .iaLhi.4i/:at:.... 1> ij;i.«»latU>ii 1 l« I ...II 1 

m ludi.idual.-s and i2) focu.^.ng govcrmuent piuKfain^ on iho.c in gi> [tr.*, . i 
n r nt? A^!I V r^;""^ '^'' '"'^''^""^ better servuv to the pon. ha., hv. pru^.rnM ...,m: 
pon..nt.s. All r.f them share ^fimfUr itupruvctu^ut^ tn prog.ain dcMKu Thi- • in- 
provruM.niM rr <tr-ct digibdity rcMUire.oeut.s. more cmph.-,.i.. ..n thdMbg/u.iWa 
rt ^^YV^iijl'i l^^'-K^""' <luratK,i, a„<l Mreoi^t hnied pn.hibi tioiM a^ain.st sub.-^tir^a- 
turn of ( hi A cniployrrj, f..i rrgular state and miiMicipnl workrin 

Alaj<,r Drogram rompoMnits to iiuplrmdit this .stnttcfcy inclmi. ih, foib..iMg. 

Vlw ..r-w Tiilr U t.f tlir i'-KJK i.u tbonzatioii . . 1...... . 1,1. 

in.aneiiL siuu tiiiui ' ernul,. wnm t .u^^^i.sluMce progi n.i It ,>r, . i,l , f. r u 'i ' d 

rang« eniplov .uria and tramw.K ,n-<.Ki aiiia aimed aI i..,p. .v i,,^; ..KuU ihc 

disadNai.taK.;<l m the iabo. Muxrk.l Th. .Mio. lural uMr of v'KTA i.. . p< n ! t 

progrnu. nf hx.Mi ..I/... For Che fii>» ^ai It anthorizrrs .1^J biUi,,,. i uaii.ii ^ i .1, 

Mlblir .SrrM.v K.,.i.l(»vM.rM III auditKut I.) the an.oi.i.l. all.M... , d <lii«Hib f..r 
traimn.^. at 10 p..n...,a of .11 P'ubli. .s.-rvice K.npio oHz.t f.. d. m.u.m be 

^uHe( f.T s.. „«t.d:.amiu^,, |. Tl.KspM.p w loi. will ri.,c t > 22 j ..l, .<■. n....- 

KbgiLibU vMll . ivMrr'i.d .., th, oa-t di.^advant ag. o a ..mm. m..-' b. 

j'lthrrrccVM...^ s>AUu:., ui.crr.,>/. .dr.r 1 ,» . roks of t lu- U, li,,'w<:i.. .u<l.. 

cWk the I.. . . ,x a..MLhs. To pro.. t.MM. ill .M int. iv^M., ■ . , . a<.n. .o.pl..- 

vva«e b.v.la ... ..t .-tt leva, .aial. to M-L,. .u uo^Kdi.d .w.rK^r: r". 

-'nppbMu.|.f.. I .a .A .agr. i.y i^tato;. ..z lo<*h..ti.., i.. ul i and all i U j.,! . . . t 

Th.- f... irivil.i a .r(l t" .11 . . . i . , ^ 1 1 ,. . 

.-iovriK n ki .11 of T.iir II I. , . 1 . , li i, i , i ■ i t i ! 

.^-IHVotr...io.K. >fUo, Jlo,. .u. w. o.,l...i .i dVii. .,nl A. ,'a.. 

l-.XCrpt I..' Sp...'llJc <ir.pn<...-^ .ipplo.xl b, U,< .M . . „. . i. .Lo, 

n-mam n. a public ..ervi... ,.u. b.|- t . a.i I o., mV. 1 m', .iM:,t<.t. 

mtena^ / l., reduce the p^;«..ibiii . > aal.Mi.utii. i ( I'ri'.A ti. ,1... b.r , , , 
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state and municipal employeci*. It will also increase th^ number of people who can 
participate in the^e pitSgrams a|\d emphasize Che transitional nature of public 
service jobs, - 

The employment opportunity program: Welfare reform ' , 

A major emphasis of the Administratipn's ney welfare reform proposal is to 
improve the opportunities" and abilities of parents in low income families to provide 
a decent income for their families through their own work effort. The Employment 
Opportunity Program (EOP) component of the welfare reformpaxjkage will be 
the major vehicle for achieving this objective. Like the new CETA Tittle II, thiS' 
will bo an employment and traming program for disadvantaged workers. Many of 
the? features of this program will be similar to CEXK Titfell programs. However, 
the Employment Opportunity Program moves beyond the current Title II in 
uttemptlng to mdet tne full demand for employment and trafning assistance by 
primary eajrners in' welfare eligible fancies with children. Although final program 
decisions have not been made, the^ Employment Opportunity Program could more 
than double the number of structural public service employment jobs. 
V in Title II, emphasis is placed ou skill acquisition, upgrading and transition 
to the private sector. However, the prograni also seeka to insure that the oppor- 
tunity exifsttf for >such individuals tp earn Oj basic income either through private 
aector >vorkyor a public service job, whicJ^tbgethor with supplementary mcome 
ttd.<iatancc^iU OiWUro an above poverty lino income. 

.-K ^t'msk Kji pilt>t projects, currently in tho planning :)tage, in 15 geographically 
vtUfisr n\Uy» tnroughojjLthe" m^imtry *viU pr^>vidti a "soufid lu^nagttment basis for 
tho ifrtlrrly iinplomentaTion wf wclfarw reCorni. The projects will, test and evaluate 
dntailcd organizational and wi.>gianimatic models tor meeting the varying needs 
hi iho»c who would be $ervM (l^<>y welfare ixform.. 1'haati iiiodols which prove most 
sucifiaf il will then b^* inchidtrfTin an inu-n.iivro progriuii of teohnteal assistance, 
which wili l.-Ad to t!ie full implemeptatioa i>f tho einployineut and truiiiiug com- 

\ :s-c:«>iiJ iiiaj 'I iiiUi.ui , P'' > «(^>. t I.. L il>^^ opocitd li... 1^ 
!• .» Ivikiitufejcd Voi.th ill lUrtkiiig thci frttji..:. liy difhi;..U »,riAjuion from School ii. to 
pr.' a lie live employ lutnt. In August of 1975 , a majnr yi uth einpli ymeut initiative 
launched under the YoXith E.nploymtiiL and Duinoiistration Projects Act 
( V l-; D PA) . The Act creAttjd four new programs deaig.ied to increase youth employ- 
nih;it and oinployability and to explore a nuuiber of innovative approaches for 
I'f "V iding jerviccs to young peoplo. 

Yoiitti iftc^tUiva ciitttUtncnt p4>U^i „jc<l^ L b t'f) 
iU. purpi/cie of thi:» prograui is Co help ouonouilcil, .ii^^.J « i-*.i^6-"l 3-'><Ui 
ni|>K ic3 high bchool bixteen to lu year[oUl::j in selecteti geographic ar^a^ are 
►luaiaiitri.d ay^*Ai' rouud jobif ihuy agree to attend high sch »ol. Through a nation- 
wide Competition 17 eligible art-ac* were selected Jobs are guaranteed for^an 
Hver.'\i<»5 of 20 hoii*d a week <iuring the school year and up to 40 hours in summer. 
About ;ij,000 jobs aie to be provided during an 18-iiiontn period. 

1 Li (.»rwgi..iu \A doc^iji;*. d lo iIovcIa.). Chti v ocullouui p^.tenLiul i Jobloas >. t.d. 
. iMiKt* well An[ orxMseil u i/TU i)f ttmgibU co..wnuiiity bi.nelit YCUJli^ ia for Uiiem- 
1 i (Vvd It) to 19 yoar oldo with pieferenoe given to tho«*e out of c»chool with the 
mo^t ^. vti.e t-io»>lcm2. in trndinj joba l^,ghly -iO uOO joba aio Lu be create^l in 
oonunnnltv j>lauued t-f^J*-'*- 1'^* liu>tiug i-p Lo oue ^ci^r with b,ii><ii vi&lon by akilled 

... J p» uA> ^ 3 t ...i.iaiu.. ^ I *l . . i 

i.int* V(>,iitlifl a ,od H tl. uuyh 21 \ 1 j h;! v t: Ui y . iotio »o\ >.-l)i. , .» .i l,i l Ju, 

( o labor nitti"l.ct 'lhi.Je < liM.ibio l y uth uo.i /uiu lieftj .'1 '>m» in.; >jj^ .iw..ruge 
r bo. it $.S,t>00 a >c..f Vm. thj t'i oi.i fa.iinioa - itli l.fWor iuc .lii 0 rticoi^^e pr*.i"oioi»ce, 
Abotii 17() tXiO J.'ba lraii..injy^ un.l kji vi :o * ijpoi'muitii a will be pi'v)vid.>d i^uce the 
pi^^ia.tt la ftill/ op^ ulionui 

I ij iuuU Hoimo , J \ i I 

. . .... 1 . Uc. u.« No%i I > . , . ibti r . . 

I t I I y o lUg I .:opii; OA I '» ■<jii I . .i .xjch i . i . 1 1.. , i , . <■ J \ . i, 

»; ai ?.}! V iV-ion atid .itiicr |<i oj< ; j • n f»;»li;iti,l imii *i. i . 1 1..! I t. . ,c ' / * t . .a. 

. tilh a^o.i Iti .hrou^t 23 who u><i •u,miploy««l : d gi . oi'' uol.i ul a. c .il il l< A 
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capacity of about 25,500 openings was planned. YACC is operated cooperatively 
between t|ie Departments of Labor, Agriculture, and Interior. 

Th^e programs have an estimi^ted total job creation potential of about 200»000 
dots, j^nder the CETA reauthorization, they wiU be continued as part of Titles 
1 5° CETA along with the Job Corps \^ch, by March 1980 is sched- 

uled to pr#yide ^ome 44,000 slots in residential work and training programs, 
li-xcept for the YounR Adult Conservation Corps, the programs authorized 
i Youth Employment and* Demonstration Projects Act will expire at 

A A °' ^^^"8 this, next vear a full scale* evaluation of' these program 

and demographic trends in the labor force will be completed. Such a review 
would enable us to seek a reauthorization of a youth employment program based 
on the experience of what has and has not worked. 

^ Countercyclical unemployment programs 

Title VI of the CETA reauthorization- provides for PSE unemployment re- 
lated to general down-turns in the economic cycle. The needs of workers who are 
unemployed because of the general economy are somewhat different from the 
needs of the hard-core unemployed. As a result, there are some unique elamenta 
in this aspect of the program. Title VI is not a permanent program. The size 
TT P^^gi'^m depends 0n how much above 4 percent the unemployment rate is. 
Under this title, less emphasis is placed on trainmg and acquiring work experience. 
X^esa emphasia is placed upon reaching those who have the must serious long-term 
employment problems. However, the program ia aimed at those with the greatest 
f^^Vn^ n^d. To be eligible, a worker ;imst be receiving wuifare or be unemployed 
for 10 o( the laat 12 weeks and come froiu a family with income of less than 100 
uero-ent of the Bl,S low iucoiufc standard i.v.;r the la^it 3 months. Since Title VI 
tfn"*!*^^ th^^rfe^vho ufw- unemployed becuuse the g^neial state of the tconoiny, 
akill le^elu will be higher than under structural Pfiblio Service Employincnt- 
^'•n^'^k"^^' ^ reawlt aup,»lemeutuUi)ii of baae suluijcs by States aud localities 
will thus be alluwed ttx^wever. auL>pleu.cuLation will be Uiiiited to 10 ly^ceut of 
total wagea. • 

U^tfeLoping J L *a. i^J.tuUi, i ...U.L .u,.o 

Ihe Depart. itc.it la lf>iu.^ tu t.iuicaac ti.o u^c o/ (^iiTA ii. ,.a»ci i . 

-Uy fuiiJed programs auch a** low-incDine houaing rehabilitation, e.iei gy couserv a 
tioii rural iransportatiou, c'ommuiiity law enfon.cihcut, environmental clean up 
and iDuiiit.^riiig, day care, sorvicea for the elderly, in home health maintenance, 
education and cultu. al at tivitiea Building briilgca to other Federal programs 
miproyea the uffioicm-y of Federal tipondiujj aince tmployment goals are pigg\ - 
backed on other progra,.id. 

In Aughht t)f 1978. 8ec'u;Uu> AiaiohuU v%..,io i.. . ...,b wf ibc wibci l>..iMc...ii. 

(. abiiiet Ofhcoi-s enlisting the au^,)oi't of th. ir uMe>.. cii * in ujin^^ CLTA r* >ouri;$a lo 
Old their prograais. Sin^'e that time, a beriea of eonfeienceS and meeiihga on this 
subject have been held with repreoeiitativtti of theae ag'tncied. Some iccciilly 
developed e.xtmplaiy projects ..re part of the urban and iural initiatives i.iogiums 
directed by the White House Inttiragency Coordinating Council. These include a 
Joint HUU/ DO I. project in l.^ng Beach» Califoruia in which Urban Development 
Action (irant fvinds are being used to asaiat in development of a regional shopping 
center while v'KTA fui»da will be uatd for on-the-job training of diatulvantaged 
workei^ fn c ^imtrut lion aii<i poiniancnt opcrtitioh uf the uent. r. Aa pait of tiic 
intera«eiie> rural wt»ter ^mU.'wer projeri. CI-JTA awpi urti-J work, / a will \>.. gi\cn 
on-the-job uiid cl/ioori>u.>i littluing bv l-ilVX auppbus aapcr vl.ioro ii. (lit ipc.allou 
and luaint. nan. c of c\piu.ii<.'d rural w .ici b.id ocuu^jC piojucts 

(/Mo/ apcotulpfOy .J 

Ti> supplemonL tin .. ■ . , .n c\ . 

^'ti'ls. legishition .ilp.. p , i 1 . ,pni..i. \ i ... \n\ ^ 

Lrogi.nurf to aov; tl. ; . \iA , ^f oil.. .i.M.l .i.ii,,* a <>t . a 

lh<»Si: ijulu.I . pio^.ai . ft,, i tli.y; ;i 1. l^ \ \\ \ \vi .ll/ 

piatrea bointi..aK.rra, ii.Aiu..ii .a i-.i.m. NuUvi i n .im l,;uJis i..»^it..L ui^J 

Scu*ion .1 fanuwuikcrj. v\.>ik(.vn nui» I; f^jclji ..^.nj.u .,l.>i.. an,! i, ulleiJi. 
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^ .VJl of the initiatives in the preceding section strengtheji the transitional nature 
^ of public ennployrnf^nt and training progranas. Fof this reason, long^rm success 
requires iw to work oloseiy with the private sector. CETA program m^agers must 
gear their programs to meet tjie needs of private firips with the potential for 
providing permanent employment. Private employers must also be encouragec^ 
to hire haj-d-U>-employ workers and to provide thejn with on-the-job training. 
New private sector initiatives will encourage both types of activity. Their success 
depends on tU© extent to which they influence the entire range of CETA programs, 
not just the private sector programs. 

Private iruiuslry councils 

The CJOTA reauthorization legislation includes a new $400 million private 
sector initiative as Title VII of CETA. This program would establish an important 
new lak)or market intermediary — the Private Industry Council (PIC). .These ^ 
. ("ou noils, which will hfe estabjished in each prime sponsor area, will increase the 
involvement of locafl employers, community-based organizations, organized labor 
and «>ther interested public ag^'cicp in the 4psign of employment and training' 
"^programs in their area. They will also encourage more on-the-j-ob and ctesrooni 
Training iif private industry. The first priority j5n)yp to be served by tlie proKrafir 
consists of 'economically clisaBv^ntaged youth between' the ages of 16 ana 24. 
OfhrT groups which may be ^»rved include VicUiam-eia viiteraii.s and' graduates 
of C.'KT A training programs, ,- . * ' « 

OfA-ihe-Joh training expansio^n 

A clo.'+tly rtlat^ initiative will «ucv>u,..^, oa, u.i.-sion wi o»i ii.. i > 

piivtito tiiiployers by aimuhfying th^ aUlIlilli^tt'atil^n uim rnaMaij;<-m. iii of u\ i^e 
prt>nraiiitf for iiidufitr> The ntjw CETA Irgitlation iJiov-i4e» morv latitude to 
impK rnt'ni on-the-job tiaiuing pi< ^lams while injuring that ailcqiiau- iruinitit^ ict 
|»ri»^ided 

bltti ^loyitiL lit. lax LtotiUj 

Tbo Tax Hefurm Aci ..i » jy b i,i,uc i » . ..^i. 1 1.. j.. i\ i.u. 
^. c-t.-r to +11 re hard-to-t/n|.k>y workers. The largt'trd Jo Is Th\ cm lit the 
t'Apivmied WIN Tax Credit will allow piivatt eniployeisi' to claim cituiito a^^hui^t 
their corporate tax liability for 50 perct-nt of the first $6000 wuges puiil in thv initial 

Jyrar of employment ami 25 pt;rcent in ttie second year. The targeted tax credit 
?xtt'iid.s eligibility to econondcaUy disadvaiitage'd youths, Vietnam-era veterans, 
"*»*.\-Ci>nvicts, Wf'lfaic r«'cipients the handicapped or youths participating in cooper- 
ative ediicati»>n prograiiis. WIN tux credits are reslricted lo recipitiits of benffits 
uitdt'i the Aid to Faniilit^ with Dependent Children progriunti. 

L'ar op nonprofit uycncics 

The u**e of non-profit d^«.ucles ca»i tdil iKo lianttiLiou of luiuc Ji. .^.ivaulu^. i 
wwrktMs into >/trinan»-nt eniploynuMit. The l)e|jartinent had Aiiidt.l e:\perinkenta- 
ti<Mi witii a rt( rie» of ''Supported \Vf>rk* projects hiring the hard-to-employ in work 
settings which pfo\ ide intensive supervision, peer group supptirt and transition 
t.«> uuHiil .rti(ii/,f 1 t;mplo^nient. In othn casee, iioii profit agenfcie> tiav*. been e»- 
tiit ii«he»l in luoi^l aieius to pn»\ id, traiiiiug, bLppoil.i\e rviccS a..d transiti<>iial 
«.inpiv.yiii«'ul ill siK.cti nfi tiA un h.w •iuc«»iue hdlaing jehaliditatiuii. .-m.-i^y conserva- 
tion Miiii c-»n.iii»uiil> rev itjli.tilioii. Th(. advaiilage of lhe:>c pro,rel.- is that they 
iMii .m»r( clv».-»rlv tiuplicate AoiUii^j ..onditious iu thu i\ giilar c'com»ui>. 

i',tf , 'i ln t t.h, SLfcico 
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■ 1. 1 1 n.-i.Up.^ , liL'.d mI t. .)< Uii , kll 1 nit iit i;tlli..-. lu'ltnimf; a 1 .J l» p<l 

e«iit [ilari.iu.Ml itiCi< u^r K'l* all t«;.ii .init.ili) . li-a.b .iii , a^c.l j.. lat-h" sor.', .1 14 5 
P' I «■ ht /.)! all uin«.i lti« ptic.al l'«.i I. iauii\y >uilth in I 10 pen,<i,. f».,i' 

lU -.11 1. .1 V. , ,-1 i. ...■^ 
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i 1 .'ngr»j-» a rip .1 1 -itliLj, ,..rlh ^.ii^,u •.■ i < d um«. Ii.i. tn .0 U\i Wa,<i,. i 1\ y.>. i' 

;V. / (he bfi.-ic aiiUi.i. i/.ali,.n fnr ti.e Jo.. Sri ii;t l(e uui.i n Lai ti.< w iW r< <-k lo 
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otfAnageiriQkit^^ ftiitc :Ag^o)0H nnd th^ codrcil^'tion of their labor market int^r^i 
mecUary fuiiptioiis iqrith statd eoonomio development pl^ns* /; 

* Effoctlve-prbgram management ''lnyolv« much- more than adequate coBt and 
accounting ccmlrol^. VV^^Vs. iiibst be.foil)Q^o Identify, reward and replicate those 
progr&Vns^hioh imprpv^ paHioipanU' abilKy to pbtaiq and hold adequate paying 
jobfl ln thj^^pcj^lar economy. Tha CfiT-A systto abounds with local exanjples of suo- 
cesrtful p^bgraI2u^ 'It^lls^ t^e Job of xnanagenient to extend those pi-ograms- natwn- 

At th<6^Bame €im.e, (t is essential- thai efforts to imprpve system control do jobt, 
as* a result, iKmose findnfrp^hlfl jirtK^rfhlty "n Inrnl prdgiam desjgn or stifle local 

' Jnftiatiye^ A strong and iuboe^ful einployn^ent and trmniii^ system must be 

\. re{j|i^6n8ive>to,the environment in w^Ubh iV' operates. It must adjust tol^e differing 
..irtfeds jOI. Ua clientele, the>i)ercepth>n0. of Ita Jifpgfatnis by the lorser ccanzntuUty, 

, .the 'itru9fttrfe and captibUfties of other'publfp.-an4 ;pi*^vate institutions, and* the 
problems and requir^ont^ of IoqoI anployeim, iEbeountlibility must operate in 
botir directions^ lmprovlii|g;-.tho flbw^- mformatipn to national policfymakor$ and 
mnnogox^ iS' essential to evul^atlI»..progri^ success, and correctiiig program 

-i failures. But at* the samea^tne, guM^ce and assldtance must.*be provided in a 
.timely jind i^pohjrfve mariijer to wif6t the needs of loofti i^ognuns.- - * 
' . We haV^ «eyecul, initiatztyes aiioed. at improving program management at all 
- evjiUa-bt gavecnment;^ - '—^^ — ■ '-^ . ^ . ^^aI . , . — 

proving Federal AanagtmtV$ ■ ■' ■* * . * ' . * 

. T^o. I depart mcQi of LaboirnB currently reorganizing the national and regional 
'O'^Bces «f 'tluB Employment and Truiriing Admiiiisti^tion. In addition, we also are, 
l^''ng tdjljnprove overall system m^agement,'mpnitoring a^d evaluation. Im- 
' poHant merfM^ta i^^ program iifbl^ide: ^ • 

. • Ghangingf^iywl strengtBwiing^op 1^ / \ 

'Improving**tbe communicaTion of *poUcy directlbns through regional field 
QW'PJ?5^'; . . . ■ • . . ■ / ■• * 

' Edlab4&hing an ombudsman fa the Office bf^Legislation and Intergovcrn-'' 
inentalvR^^ationk to assurcuthat I mnortant problems whic^ cannot be solved 
by Q^tal^uslied mechunisnis ^eceiye high-lev*0l attention; ' 
r Imple*rj(>entftig civtlflprv4ce reforms that require new^jay and performance^ 
evuluutiohliy sterns fftr* executives and managers be related to Organizational 
• perfoi:niajiee: / • ^ ' 

^ • E.%tabl|«thing » a "Department-wide Management Improv<»ment Program* 
£ac£i .6igaulzfttion is required to review its structure, mtemal mopa^em^nt 
' . synti^f^ and allocation of staff;* and . ' . " « 

^ Establishing a Regulatory Review Program to simplify program 
Fegiilations. * * . 

'Mma^mei^ assistance program . . » 

* The -new CETA legi;slation authorized the ^jroation of an OfficiB of Management 
Afi^si^nc6 to improve overall management of the CETA progiam. A major 
fun^lion tjf this new office, to be estiCblished in the Employment and Training 
Administration, will be to design an improved pVogram of training and technical 
assistance for local program managers. This effort,, will eiti-phnsize helping local 
program operator?* learn from eaon rfther by identifying suocessfuT programs and 
encouraging wide-spread adoptiontof them. ^ \ * 

A rf»lAtoa effort is .thr. development of more useful me.a<mres of program per-' 
formanQc--ro idrtitify pro|cram success. Fi-equently used indicators 8\ich as the. 
munl jpr .of onrolle,es,'the nvimborof placementJ* Cft cost per placement may actually 
impede the dovelopmont of high qtlalily tob and training programs by encouraging 
!!eleetion of the beiitt applicant^ and placement in high turnover occupations. 

Management i7\formalion system development , « 

^Th^^ Df partpoat of Labor in undertaking a program to improve the management 
capab^tirg ofihe CETA prime srponsora through the development and ins^toUation 
of ntr^o^nated Manacement Infornl^ation Sy^em^ (MIS). 

Tlj,e aiitom^.ted' MlS will fpr the firat' time: on a timely and routing basis, provide 
a detailed j)rofile qf program* participant, til&ek the progress of . partujipants 
through the program*^, and meaMire, the impact of th^ program' on participants' 
8Uh5cquent« job experience and income. ^ * ^ - ' 
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At tfce preaent time, the gre^t. mafQrlty of basic mawusement Infocmation sys- 
xems u«ecl by prime sponsors to -CQlfect and report iifl|ifmatit\n are of a manual 
nature. Most ije Incapable of meeting either the management system needs or 
tne full reporting requirements in the new (^TA.legi8latTpn. 

The new systeiK will provide Itfcivl and Feaeral program managers with the 
necessary informaUon to ejf^ctivelv plan, control and^valuate the CETA pro- 
, °^ e*a^Ple» itf will show whether prime^sponsors^e meeting the needs of 
panicuhM* categones of tho disadvantaged; and identify which program com- 
ponents are the m6st successful in enttbling participants to. move to nrivate 
sector emplQyinent. . 

Strengthening local program manageriient 

' The new'CETA legislation and regulation* establish several positive approaches 
•for effective management by CETA prime sponsors. Included in the regulations 
are new requirements for overqjl management systems to monitor programs, handle 
complaints, and determine and verify the eligibility of individuals seekiuK entry 
Into CETA programs, " © j 

Monitorirmf program asaeaameni^ — To encourage stronger managefnent controls, 
an ind«>endent monitoring unit'^is now to be e8,tablished bv each prime sponsr^r 
to monitor compUance with the regulations and recommend corrective action 
warranted. Prime sponsors are also to extend uianagcment information 
enorta to the monitoring of subgrdntees. Besides simply policing activities, the 
™9^'toring unit is to determine the effectiveness of programs. 

Vertfication. — Previous ineffective mani^gement techniques ha\e resulted in 
maay Ineligible indinduals' receiving ("ETA services. To conibnt tRis;- the. Act 
now requires prime sponsors ta?establish a system to verify the eliKibilitv of 
participants. . o j 

Perforrnance- goals. — Prime sponsors will be required to establish quantifiable 
goaJs and objectives for each program activity and service. Included will be 
information on the number and quality of placements with suttu-ient follow-up 
to determine the long-tt»rm labor market experience of participants. 

• ^ CONTROLLING FR.\UD AND A«USE 

liuHng .the last year» the Department of Labor has greatly,j5^if*!fnded and 
strengthened its efforts to insure that scarce program resources are* used as effec- 
tively and honestly as possible. Several major initiatives have been launched. 
EatabluhmeTU of the Office of the Inspector General 

Responsibility for fraud and abuse detection and* control in all DOL agencies 
WAS consolidated in a single office reporting directly to the Secrelary of Labor, 
This office has a considerably expanded staff. Program abuse consists of non- 
crlminar activities such as failing to observe regulations, keeping inadequate 
recdrda or. hiring ineligible workers to criminal cases of fraud. Since January 1U7S, 
67 Indietnjents and 24 convictions have resulted from.the Department's- invctsti- 
gation of CJiTA and workers compensation progrtimsr 

Fraud and Abiue Prevention Survey 

Another major new effort to eliminate fraud and ' administrative abuses in 
Labor Department programs has recently been inaugurated. 

Using a new Fraud and Abuse Prevention Survey (FAPS), DOL's Office of 
Inspector General will seek to identify and correct admini.strative weaknesses in 
CpTK and other Departmental programs before fraud and abuse can occur. 

Up to now, investigative efforts of the Labor Department and most other federal 
aeencies "have been -passive with most investigations triggered by specific com- 
plaints. The new program will emphasize prevention, while our efforts to respond 
to complaints will continue. 

Uncier FAPS, three- persons teams (an investigator, an auditor and a program 
an^ilyst) will be dispatched to examine DOL programs and grantees, monitor 
their management systems, sqck out weaknesses and, if necessary, direct them 
to chi^nge their procedures. 

Grantees will have 60;iays to respond to a FAPS report.- Follow-up inxestiga- 
tions will assure that changes are carried out and that, if needed, program regula- 
tions are modified ^o forestall further abuse. 

FAPS assessments, each rec^uiring approximately one month to complete, will 
supplement the Departments regular program investigations. While FAPS 
teams will be searching for conditions which make fraud possible, actual cases of 
fraud wil> be referred for investigation and prosecution when warranted. 
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^The first two PAPS surveya (the Mobfle,' Alabama prime apoMor Mid the 
Cherokee NatiOa gmnte. from "the Office of'NaUonal I?ograiiL)Xvo^SreiS? 
S!S5%S?|n pl*M are to conduct eight to 12 eurreys during thia Bjk^ 

yearTind 20 to 40 lurveys each year thereafter. . 

UlntUuiut and Regulatory Restrietiont " ' 

attecK^re ffle:*° '^'^ °' 

ConflietofJnterMt.— lip mBmher of aftvliMnre Bpatiaor council may vote on anv 

matter wWeh has a cUrect benefit to him/£er ^an/organlsation he/aje repr^X^ 
Ktekbackt.—HQ officer, employee or agent asflociated with the wiml Sot 

^^^'^^.zstofoff^iii^"'' °' --^"^ v5r?rr^ 

^ \ !!^ir*J! A^V^ be used for the payment of a fee . 

charged to an individual foV placement into a CETA acUvity. oi a lee . 

A^«p(^«m.---No piilme sponsor. 8ubgran.tee or employinir airencv mav hir^ a 
person In a CETA fundecTpoalt/on if another membw^th^saTe Sy^^te i^ ^ 
an administrative position for that agency. . iwimy ^s m ^ 

PoHiical prime sponsor or subgrantee may select rJfect nr 

°^ contractor bJed on pohUc^aMon 

PoWtca/ actnU^a,^iio programs may involve political activities. 

Ubbvtnft acitinket.^No CETA funds may be used to attempt to influence 
members of Confess, State or local legislatore " Jnmience 

■ acUWty?*'* "^**^^^«--No CETA funds may be used in support of any religious 

f n ^?h^^fnmV^ arUiunicmuation adivities.^No CETA funds may be used 
to eltner promote or oppose unionization. 

Theft or mbtzzlmeni; improper inducement; obstruction of inveatiaation —Th^ 
IP^^^^PJ^'^^ona of 18 uI.C. 666 shaU apply for any individual X embezzl^ 
iS^nlTv^ue" ^-^^^^^^^^^"^ °^ ^"^"^ P«"o^ t9 give up'^nVmS^^ 

Programs To Reduce Structural Unemployment « 

Conventional aggregate demand management policies historicaUy have been 
the major instruments fot- reducing unemployriient. The policies gene^y hZl 
been most successful in situations where unemployment hL been SXd ^rith 
cycUcal contractions in economic activity. Some inemploymeTt" WeC^ is hot 

s^tSSe^Sil"?" '"* "i"* " a reflection of ^^s^ot 

sfrucrtural unpediments m the labor market. In suoh cases, traditional moneterv 
and fiscal pohcy actions alone can not achieve desirably Iqw unemployin^nt S * 
without generating unaceeptably high rates of inflation, kr this reXK «4en^ 
of weapons to combat structural unemployment should include traiStag pr^^ 
ll^^^ P°^'"^ to promote the creation of jobs. P'""^*"" 
tl,,^ L^ ^^^''^^'".J^^''^' such, programs can enhance long run produc- 
tivity growth and ease the inflationary pressures often associated ^th ijerioda of 

r^^^ar^ T?"?"*- ^ ^""""^ approaches full emplovmentrwhe^ oblew 
nnemnfnvS!l*?'r '"'*?8orie8 of worlcers (partibularly skilled) are relatively lo,^ 
hP/h A SU^JS* teT'*™' r'^P" T^^" l*b°r force remain unacceptabfy 
high. A scarcity 6f skffled workers puts upward pressure on wages and orices 
t^.^r'll Znln^ economic efficiency and growth. One of the prim;bf^efite ofKcl 

ixr&w^^KTtrua^ 

rd"f'uJSie?XaLrS t^p^y^^^^^^^^^ ^'^^ ^^^^ °^ ^put^tec^i! 

yJ^^ri^'^t^^^J^I creatively-designed structural employment progrkms go 
^^™m«1^:iJ!?' '?««"n*ble economic variables, to the extent that thwe 

?tnn?^h,.^»"° component, they directiy increase our Nations 

^n^-^L^hf K^P'^- .Pf5*P? """""^ important-particularly for youig 
pfiople-«re the benefits associated with the positive exposure to the world of 
s''u°p'"port syj&r^"""'* depe;,dency of particip^ants on th? government's Sicorde 

■ ■ ^ V . • • • ■ 
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PROGRAM PRINOIPLBB 

Policies to reduce etruottf ral unemplo3nment should be designed to improve the 
qualify of t^e work foroe. facilitate the flow of information about skills needed in 
a growing economy, atid provide fo^ffeotive job placement. In my view, the 
foUowing principles should be embdcfted In programs intended to ameliorate 
structural unemployment, / 

EmphoBia nhould-^ be placed on preparation for the direct placement in grovjing 
t?«iii»/r<M.— Over the years tlie private sector has generally provided the bulk of 
the net increase in payroll einplovment: reflecting this, structural labor market 
policies should be aimed at identifying and meeting the needs of private sector 
employers. MoreovtT, many job openings in the private sector are found in smaller 
businesses. Thus, structural-labor market policies should have a decidedly local 
"Emphasis. 

The designs and operation of training prograine should include^ local employere^ 
educators, ond vublic officials. — Training and guidance programs* are likely to be 

' most successful when emplov«rs have a direct role in specifying their needi. 

V Xadeed, participation by business in such programs often leads to an increased 
ViilingnetiH to hire graduates or provide on-the-job training. Similarly, the will- 
ingness of edticators to adapt curricula to provide students an exposure to the 
world of work, and the commitment by community leaders to direct their em- 

Sloyment and training funds to meet the needs of the local economy are most 
kely to be forthcoming when they are direct participants. 
* More generally, incentives to create jobs for the structurally unemployed 
..should be provided and disincentives should be elimi^ wherever possible. 

SPECIFIC PROGRAMS 

CETA title VII. — The Administration has recognized the importacnce of coor- 
. dinating training programs Mfith private sector needs in its funding authorization 
for Private Sector Opportunities for the Economically Disadvantaged, which has 
been included as Title VII in legislation reauthorizing the Comprehensive Eni- 
ployment and Training Act. I strongly support this program which is designed to 
demonstrate the efTectivenens of directly involving- the local business community — 
particularly small businesses — in the planning and operation of training programs. 

Local Private Industry Coimcils \vill be created by each CETA- prime sponsor, 
and\ in cooperation ^ith the. sponsor^ these councils will have the opportunity to 
direfet the use of funds for private sector initiatives. The activities allowed by the 
legislation are sufficiently broad" to encourage innovation. Employers, educators, 
and manpower planners should be able to develop new, linkages that will help 
meet the demands of private businesses for specific work skills by providing 
coordinated training and directplacSment of the structurally imemployed in 
permanent private-sector jobs. The needs of the imemployed and their future 
employers should be better served by such a cooperative arrangement than by 
the traditional approach of large trtiining efforts, which mav not have been 
based on the fullest possible knowledge of the needs of local employes. The 
main thrust of this program is efficiency through local decision-nMJiing. but a 
nationoJ leadership role — on the part of the Labor Department and the T?ational 
AUiaiice-of Business — is provided to assure technical assistance and to facilitate 
the sharing of ideJis. I strongly urge Congress to act quickly in granting the 
$400 million in approp:^tions for this program recommended by the President 
as part of the 1979 supplemental budget request 

Program to facilitate the movement of youths from school into good jjb$.'--The 
transition froitv school to work is a critical period in a youngster's life. Yet it is a 
transition which has not had sufficient attention in national policymaking. The 
nonproflt National Manpower Institute has been promoting th(^ establishment of 
community education-work councils. There are currently over 30 of these operat- 
ing, funded either by the I^bor Department or nonprofit sponsors. These councils, 
are comprised of government, eduoijtion,^. business, and labor rebreseulatives. 
Their purpose is to collaborate with educators on relevant curricula, to develop 
work-study opportunities, and to' help improve placement assistance and career 
guidance activities for students. This is an. important effort that should be 
expanded. ' 

In addition to education-work councils, other ways must be developed- to 
strengthen the linkages between private sector busine.sses and secondary schools. 
Such programs can afford youngsters the opportunity to learn first-hand about the 
woild of work before thev make career decisions. One plan.that has been successful 
involves the ''adoption" by business of a school. In this arrangement, young people 
are given an opportunity to experience what adults actually^ do on the job. These 
programs should include hands-on activities where possible, and as much in-plan 
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ani in-office involvement as can be managed. It is important that these programs 
hav^ th<* full support and cooperation of business leaders, parents, and educatcirs, 
and that the work-place experience be integrateCiinto formal classroom activitie;?. 

The Youth, Employment and Demonstration Prtijects Act signed in August 1977 
has funded a series of demonstration piolects designed to indJcatio the feasibility 
of cooperative effort^by employers, schools, and community org?mi2ations to 
pr(»vide special career development assistjince to youths. Othier experimental 
efforts under the Youth-Act umbrella are testing the value of guaranteed work 
opportunities for youths in order to encourage thom to stay in school or to return 
and finish their classroom eduoallon. These demonstration 'projects- should be 
evaluated carefully^ keeping in mind the goals of developing mechanisms for 
continued cooperation amcmg sfchools, employers, and community leaders and 
the emphasis on bcrying the ne^t of the private sector. ' 

Eliminating barriers to eff»piov»n/. — Many studies indicate that the minimum 
waffe 8ignifi9antly limits • emplbyment opportunities for entry level workers, 
mainly teenagers. Nevertheless, the House of Representatives defeated in 1977 
(by only one vote) on amendment allowing employers to pav teenagers 85 percent 
of the Federal miniixiuiii wage during the first six months of employment: Some 
such legislation should be reconsiderod in light of the 1}4 million teenagers who 
have been looking for jobs in recent months. 

IncerUives to create jobs. -*-ln addition to providing useful skills and career guid- 
ance, a comprehensive employment policy, should include incentives to, create pri- 
vate-sector jobs for the structurally unemployecf. Congress has recognized this need 
by incorporating a targeted employment tax credit in the Revenue Act of 1978. 
Under the provisions of the tax codes, employers are allowed credit* up to 50 per 
cent of the firat $G,000 hi wages paid during the first year of employmenttato workers 
who are certified as disadvantaged; the credit drops to 2o per cent of the first $6 000 
in wages paid during the second year of employment. The total amounVof wages 
qualifying for^e jcredit cannot exceed 30 per ceAt of a firm's aggregate unemploy- 
ment insurance Wage base for the year. To receive the credits, employers' must 
certify that employees added to payrolls have family incomes less than specified 
amount^. Also, the plan is aimed primarily at improving job opportunities for young 
people^ aged 18 to 24. ' ^ 

In my view, this type of private pector involvement is an important step toward 
alleviathig our structural unemployment problem, and Congress should consider en- 
larging the scope of incentive grants to private employers. Other Possibilities that 
should be invegitigated are wage subsidies and payroll tax credits. These would di- 
rectly reduce labor costs associated with creating new jobs, thereby immediatefy 
compensating employers for the costs of hiring and training the structurally unenf- 
ployod. Payroll tax incentive grants have been tried in France with considerable suc- 
cess as evidenced by broad participation by private%mployers. The de.qign of any 
program of incenUve grants, however, should he governed by certain principles To 
be eifect^ive as structural remedies, they should be restricted to workers being hired 
from appropriate target groups. At th6 same time, the selection criteria should be 
broaci enough so as not to place an undue certification burden on employers Fur- 
thermore, it IS ^ential that reporting requiremens and other /'red tape" associated 
with the subsidies should be minimized to increase their attractiveness to small 
employers. > 

In implementing incentive grants, strong effprts should be made to promote buf^i- 
ness participation on^ broad scale. In. this regard^ Private Industwf Councils, au- 
thorized under Title VII of CETA an,d now'a\viaitihg Congressional appropriations, 
can be instrumental in disseminating information' oir existing emp^oytnent tigr Gre<*-»' 
its and in e^couraging support by local business leaders. In additibn,.'iM'|jpi^dii^b^*\4' 
Councils can be an effective vehicle fof facilitating pMcement of the structurally iiri- ' 
employed and for assisting employers in the process of certifying workers eligibfelfi^s S 
the credit. - " > ■ • » ■y^:.-^^!^^^'- 

Anothcy incentive-type proposal involves thejpa>Tnent of a tax xjredit to fli^^^V"? 
locate or expand in high unemployment areas.- Congressional leader^.ha\^ shHli iii-' ' 
creasing awareness that accelerated depreciation allowances and an increase in the 
investment tax credit would spur business investment. In nn effort to revitalize onr 
Nation *s cities and to create jobs in high unemployment areas. Congress also should 
investigate the passible merit of supploinenting any general policies to stimulate in- 
vestment with differential incentives for business expansion and renovation in high- 
unemployment areas. An alternative that could be copsidercd is a speed-up in allow- 
able depreciation for firms in those areas to discourage them from moving or closing. 
Congress should study these tax incentives as possible methods of promoting the 
growth of job opportunities in the private sector, particularly in areas with the 
greatest concentrations of the structurally unemployed. 
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